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  WOR LD  NEWS  _   BUSINESS  NEWS 

Clinton  calls  for  Sony’s  PlayStation 
curbs  on  sales  of  console  faces  fall 

guns  and  explosives 
US  president  Bill  Clinton  sought 
to  capitalise  on  public  outrage  at 
last  week’s  school  massacre  in 
Colorado  by  proposing  legislation 
to  res  trie*  purchases  of  guns  and 
explosives.  Page  18 

UK  seeks  to  cut  red  tape 

The  UK  is  to  press  for  an  over- 
haul of  the  regulatory  process  in 

the  European  Commission  as 

part  erf  its  drive  against  excessive 
bureaucracy.  Britain,  Page  8 

Finnish  president  to  step  down 
Fmnfcsh  president  Martti  Ahtisaari 
signalled  his  departure  as  head 
of  state  by  withdrawing  from 

presidential  primaries  for  the  rul- 
ing Social  Democratic  party. 

Europe,  Page  3 

UK  call  to  Mock  EU  food  imports 
An  agriculture  policy  paper 

issued  by  Britain's  opposition 
Conservative  party  included  a 

threat  to  block  food  imports  from 
European  Union  countries  which 
failed  to  meet  British  welfare 

standards.  Britain,  Page  8 

WHO  urges  tobacco  regulation 

World  Health  Organisation  direc- 

tor-general Gro  Harlem  Brund- 
tland  called  for  tobacco  products 

to  be  regulated  like  other  drugs, 
bitemational,  Page  6 

Bid  to  aid  environment 

US  environmental  groups  . 

released  a   paper  suggesting  pro- 

posals to  ensure  that  environ- 
mental and  health  laws  were  not 

undermined  by  trade  goals. 
World  trade.  Page  4 

Seoul  threatens  big  businesses 
South  Korea  said  it  would 

toughen  sanctions  against  the 

five  top  conglomerates  if  they 
failed  to  restruchre,  including 

forcing  some  units  into  receiver- 
ship. Asia-Pacific,  Page  4; 

Taming  the  titans.  Page  16 

Search  for  Irish  {paves  agreed 
The  UK  and  Irish  governments 

agreed  to  set  up  an  independent 

panel  to  locate  graves  of  victims 
of  the  Irish  Republican  Amrty. 
Britain,  Page  8 

Steelworkers  prepare  for  tafles 

US  steelworkers’  union  leaders 
met  in  Pittsburg  to  hammer  out 

their  final  negotiating  position 
ahead  of  national  contract  talks* 

US,  Page  7 

Beferendcra  date  for  East  Timor 

Indonesian  president  B.J.  Habibie 
told  Australian  prime  minister 
John  Howard  that  a   referendum 

on  East  Timorese  autonomy 

would  be  held  on  August  B. 
Asia-Pacific,  Page  4 

Far  right  seeks  European  voice 

The  far  right  British  National 
party  is  mounting  its  biggest 

campaign  yet  for  the  European 
parliamentary  elections  on  June 
9.  Britain,  Page  8 

Anwar  to  face  further  charge 

Malaysian  prosecutors  pressed 
ahead  with  one  of  six  remaining  . 

charges  against  former  deputy 

prime  minister  Anwar  Ibrahim, 

already  convicted  on  four  counts 

of  abuse  of  power.  Asia-Pacific, 
Page  4 

Mutants  end  armed  campaign 

Egypt's  largest  Islamist  guerrilla 
group  aims  to  Increase  political 
pressure  on  the  government  after 

abandoning  an  eight-yea-  military 
campaign.  International,  Page  6 

Sony’s  PlayStation 
console  faces  fall 

in  global  sales 
Sony  Music  Entertainment  music 
and  computer  games  subsidiary 
of  the  Japanese  group,  warned 

that  sales  of  the  games  console 
PlayStation  would  foil  this  year 

after  four  years  of  phenomenal 

growth.  Companies  and  mar- 
kets, Page  19 

Wait  Disney  shares  fell  almost  5 
per  cant  in  morning  trading  after 
tee  entertainment  group  warned 

of  lower  profits  for  the  foil  year 
and  reported  income  down  30 

per  cent  in  the  second  quarter  to 

$2 69m.  Companies  and  mar- 

kets, Page  19 

Credit  Suisse  has  hired  western 

lawyers  to  conduct  an  internal 
investigation  into  whether  some 
of  its  Tokyo  employees  have 
obstructed  Japanese  regulators. 
Asia-Pacific  companies. 

Page  22 

A   British  television  executive  has 

turned  down  a   $25m  offer  to  run 

Microsoft's  global  internet  opera- 
tion after  receiving  a   counter 

offer  to  head  a   new  internet  and 

media  investment  vehicle  for 

Rupert  Murdoch's  News  Corpo- ration. Companies  and  markets. 

Page  19;  Lex,  Page  18 

British  Telecom  is  joining 

GratisTel  International,  the  Swed- 

ish group  behind  Europe’s  first advertising-sponsored  telephone 

service,  to  offer  free  calls  to  cus- 
tomers prepared  to  listen  to 

commercials  during  their  conver- 
sations. European  companies. 

Page  24  . 

Electrofox,  tee  world’s  largest household  appliances  group, 

dampened  expectations  of  buoy- 
ant consumer  demand  in  western 

Europe  by  warning  of  flat  or 

shrinking  markets  across  tee 
region.  European  companies. 
Page  24;  Lex,  Page  18 

China  plans  to  establish  an 
insurance  scheme  for  savings 

deposits  to  boost  fragile  public 
confidence  in  the  financial  sector 

and  enhance  the  commercial  - 
independence  of  its  banks. 

Page  18  - Kmgftsfcer,  the  mass  market 

retailer,  is  Joining  the  ranks  of 
free  internet  service  providers 

through  a   link-up  with  the  family 

holding  company  of  Bernard 
Arnault,  chairman  of  the  LVMH 

luxury  goods  group.  UK  compa- 
nies, Page  26 

Diageo  is  putting  four  leading 
European  drink  brands  up  for 

sale,  as  part  of  the  continuing 

rationalisation  of  its  spirits  port- 
folk)  to  focus  on  core  global 

brands  such  as  Smirnoff  vodka 
and  Johnnie  Walker  scotch 

whisky.  UK  companies.  Page  26 

LVMH  wa  have  to  wait  untH  the 

end  of  May  to  hear  the  verdict  of 
the  Amsterdam  court  of  appeal  in 
the  critical  legal  case  it  has 

brought  against  Gucci,  tee  Italian 
fashion  company  with  which  It  is 
locked  In  an  $8.7bn  bid  battle* 
International  companies, 

Page  25 
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STOCK  MARKET  MXCES 
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Nato  members  at  odds  over 

enforcing  Serb  oil  embargo 

For  neitumicu  irimnafian  ptan 
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By  Stefan  Wagstyi  in  London, 
Nefl  Buckley  In  Brussels  and 

Stephan  Fkfler  tn  Washington 

Nato  members  were  last  night 

Struggling  to  avoid  a   damaging 
split  over  their  proposals  to  stop 

Serbia  importing  oil.  as  concern 

grew  about  the  plan's  legal,  polit- 
ical and  practical  difficulties. 

Nato  is  expected  to  announce 
details  of  the  ban  this  week.  It 

was  hastily  approved  in  principle 

at  last  weekend’s  Washington 
summit. 

Member  governments  agreed  to 

try  to  halt  seaborne  shipments 
reaching  Yugoslavia  through  the 

Adriatic  port  of  Bar  in  Montene- 
gro -   Serbia's  main  source  of  oil 

since  imports  from  the  Black  Sea 

via  pipelines  and  the  river 
Danube  have  been  cut  off. 

However,  differences  emerged 
yesterday  over  implementing  the 

plan,  exacerbated  by  fears  about 

provoking  Russia.  Serbia’s  princi- pal oil  supplier.  The  US  insisted 
oil  was  covered  by  a   1998  UN 
resolution  banning  the  supply  of 

arms  and  military  equipment  to 
Serbia.  Prance,  Italy  and  Greece 

questioned  the  legality  of  action 
under  this  resolution. 

There  also  seemed  to  be  dis- 
agreements within  the  military 

over  the  degree  of  force  permit- 

ted in  the  “visit  and  search”  pow- 
ers agreed  In  Washington  for 

ships  patrolling  the  Adriatic. 

On  Monday.  Germany’s  Gen- eral Klaus  Naumann,  head  of 

Nato's  military  committee,  said 
Nato  would  have  the  right  to 
board  ships  bat  not  to  stop  them 

or  change  their  course  by  force. 
However.  General  Wesley  Clark, 

Nato's  supreme  commander,  said 

yesterday:  "Any  visit  »nH  search regime  has  of  course  to  have 

appropriate  rules  of  engagement, 
to  be  able  to  use  the  threat  of 

Weapons  makers 
discuss  European 
missiles  merger 
By  Alexander  Nfool,  . 

Defence  Correspondent 

Three  European  weapons 
manufacturers  are  discussing 

combining  their  guided  weapons 

businesses  to  create  the  world's 
largest  missile  maker  after  Ray- 

theon of  the  US.  ■ 
John  Weston,  chief  executive  of 

British  Aerospace,  told  the  FT 

the  company  was  holding  talks 
with  Lagardfere  of  France  and 

Finmeccanica  of  Italy  on  bring- 

ing their  missile  interests 

together  into  one. 
..  .Mr  Weston  was  speaking  after 

BAe  and  General  Electric  Com- 

pany of  the.  UK  signed  a   defini- 

tive agreement  on  BAe’s  £7.4bn 

(gll.9hn)  acquisition  of  GEC’s Marconi  defence  interests. 

BAe  and  Lagard fere’s  Matra subsidiary  already  have  a   guided 

weapons  joint  venture,  Matra 

BAe  Dynamics.  Both  partners  are 
in  the  process  of  acquiring  new 

missile  interests  -   Matra  Is  merg- 
ing with  Aerospatiale  as  part  of 

the  latter’s  privatisation,  and 
Marconi  brings  to  BAe  its  half 
share  in  a   venture  with  Alenia. 

part  of  Finmeccanica.  Matra  BAe 
Dynamics  also  has  a   30  per  cent 

share  in  LFK,  the  missiles  subsid- 

iary of  DaimlerChrysler  Aero- 
space (Dasa)  of  Germany.  The 

only  other  significant  European 

guided  weapons  business  is  Short 
Brothers  of  Northern  Ireland, 

owned  by  Bombardier  of  Canada. Mr  Weston  said  he  believed 

there  were  opportunities  for  con- 
solidation in  the  European 

defence  and  aerospace  industry. 
BAe  had  made  offers  for  a   stake 

in  Casa  of  Spain  and  was  await- 
ing a   decision  from  Madrid.  But 

progress  on  the  restructuring  of 

Airbus,  the  civil  aircraft  consor- 

tium. would  have  to  await  com- 
pletion of  the  Aerospatiale/Matra 

merger,  Mr  Weston  added. 
Signature  of  the  Marconi  deal 

:sets  in  motion  regulatory  scru- 

tiny in  London.  Brussels  and 
Washington.  The  UK  government 

is  expected  to  Invoke  an  article  of 

the  Treaty  of  Rome  under  which 
governments  can  claim,  the  right 
to  examine  defence  mergers  for 
national  security  reasons. 

This  will  take  scrutiny  erf  most 

aspects  away  from  Brussels, 

though  the  European  Commis-  , 

sion  will  stffi  vet  the  companies’ 
civilian  and  dual-use  businesses.  I 
Washington  will  have  a   role 
because  Marconi  has  substantial 

interests  in  the  US.  Though  the 

Pentagon  has  reservations  about 
the  BAe/Marconi  merger,  it  is 

expected  to  approve  it. 

National  differences  scupper 

frigate  pofect,  Page  2 

German  economists 

positive  on  prospects 
By  Haig  Sfanooai  la  Bonn 

Germany’s  six  leading  economic 
institutes  yesterday  delivered  a 

relatively  upbeat  analysis  of  pros- 

pects Cor  the  country's  economy, 
one  of  the  first  positive  signs  for 

the  government  after  a   long 

period  of  gloom. 
The  institutes  predicted  the 

economy  would  grow  by  1.7  per 

cent  this  year.  That  is  lower  than 
their  22  per  cent  forecast  of  six 

months  ago,  but  above  the  gov- 

|   errunent’s  own  estimates  of  about 
.   L5  per  cent  for  1999. 

Their  spring  economic  report 

said  growth  would  increase  to  2.6 

per  cent  next  year,  while  unem- 
ployment would  fall  to  4m  this 

year  and  3.8m  in  2000. . 
However,  the  institutes  warned 

their  predictions  depended  on 
many  variables  -   notably  the 
speed;  of  economic  recovery  in 

Asia  and  South  America. 
The  report  argued  domestic 

demand,  would  be  puDed  upwards 

this:  year  by  higher  exports, 
which  would  improve  business 

confidence,  and  boost  investment 
spending.  These  would  help  cut 

unemployment,  which  would  fall 

from  11 3   per  cent  in  1998  to  10.6 
per  cent  this  year  and  99  per 
cent  in  2000. 

While  predicting  inflation 
would  remain  under  control  at 
0.7  per  cent  this  year  and  1.5  per 
cent  in  2000.  the  institutes  called 

for  wage  moderation  to  stimulate 
capital  Investment  and  prevent 

Germany  losing  international 

competitiveness. 
The  report  was  welcomed  by 

the  red-green  coalition  of  Social 
Democrats  and  environmentalists 

in  Bonn,  which  saw  it  as  a   vindi- 

cation of  its  growth  and  job  cre- 

ation policies. 
However,  the  report  said  poor 

execution  of  the  first  stage  of  tax 
reforms  and  confusion  about  the 

coalition’s  longer  term  plans  had  i 

potentially  impaired  long-term investment  decisions.  It  called  on 
Hans  Eichel,  finance. minister, 

“to  dear  the  fog  which  is  hang- 

ing over  companies". 
The  report  also  called  for 

urgent  action  to  cut  massive 
state  subsidies. 

Rubin  proposes  IMF  reform,  Page  6 
Editorial  Comment,  Page  17 

Happier  days  hoe  again.  Page  17 

CONTENTS 

World  News:  The  Americas  7, 

International  6,  Asia" Pacific  4, 

Trade  4;  UK  6 

European  News:  2,3 

Man^fflentfTedmotogy:  to 

Comment  &   Analysis:  16,17 

Companies  &   finance:  19-26 

Europe  24,  The  Americas  20, 

Asia  Pacific  22,  International  25, 

UK  26 

Capital  Markets  28 
World  Stock  Markets;  34-40 

force . . :   It  has  to  be  an  enforce- 

ment regime." 

Nato  ambassadors  are  expected 
to  discuss  the  detailed  plans 

today.  Meanwhile,  Nato  has 
taken  heart  from  the  European 

Union’s  decision  to  ban  ship- 
ments of  oil  to  Yugoslavia  from 

the  15  EU  countries  and  by  EU- 
based  companies.  The  decision, 
to  be  implemented  by  Friday, 

was  reached  in  spite  of  reserva- 
tions from  Greece  and  Italy,  the 

main  EU  suppliers.  Romania  and 

Bulgaria  -   important  ofl  transit 
countries  -   have  also  announced 
bans. 
However,  decisions  by  Nato 

members  and  their  allies  do  not 
bind  Russia  or  other  potential 

suppliers.  US  officials  take. heart 
from  signals  from  Moscow  that 
Russia  does  not  consider  ft.  has 
vital  interests  at  stake  in  Serbia. 

Lb  spite  ofRussian  rhetoric.  Some 

Nato  governments  are  also  con- 

cerned about  the  possible  impact 

of  a   ban  on  Montenegro,  Serbia's sister  republic,  which  has  so  far 

resisted  pressure  from  Belgrade 
to  support  Serbia.  There  axe  fears that  an  oil  ban  could  help  prompt 

a   pro-Serbian  coup. 

The  US  state  department  said 

yesterday  it  was  preparing  a   com- 
prehensive embargo  on  all 

exports  to  Serbia,  including  oil 

and  other  petroleum  products  but 
excluding  humanitarian  supplies. 

Defence  experts  warned  that 
securing  Russian  acquiescence  in 

the  ban  was  crucial.  “The  prob- lem is,  how  do  you  stop  ships 

from  neutral  countries  which 

don't  wish  to  be  stopped  -   in 

particular  Russian  tankers,"  said Rear  Admiral  Richard  C-obboId. 

director  of  the  Royal  United  Ser- 
vices Institute,  a   UK  think  tank. 

Kosovo  crisis,  Page  2 

Mr  Muscle,  Page  16 

Meeting  of  rands:  Alan  Greenspan,  Federal  Reserve  chairman  (right),  and 

Wfan  Pujsenbefg,  president  of  foe  Fumpean  Centra)  Bank,  at  an  IMF  session 

In  Washington  yesterday.  Raport.  Page  6;  BeSlonaf  Comment.  Page  17  Picture:  AP 
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Italian 
banking 

reform  hit 

by  merger 
rejection 
By  Paul  Betts  in  Milan 

The  restructuring  of  the  Italian 

banking  system  launched  four 
weeks  ago  with  two  merger  bids 

involving  the  country's  largest 
banks  was  thrown  in  doubt  yes- 

terday after  the  Bank  of  Italy 

blocked  one  of  the  deals. 
The  central  bank’s  move  is 

expected  to  have  repercussions 
on  attempts  to  modernise  the 
industry  to  adapt  to  economic 

and  monetary  union  and  finan- 
cial and  indukrial  globalisation. 

It  is  also  likely  to  lead  to  man- 
oeuvres among  Italian  banks  and 

insurance  companies  to  forge  alli- ances in  a   power  struggle 

between  the  traditional  business 

and  financial  network  of  Medio- 

banca. the  secretive  Milan  invest- ment bank,  and  a   new  rival  breed 

of  bankers  and  Industrialists. 

The  Bank  of  Italy  decided  to 

reject  a   merger  bid  through  an 

exchange  of -shares  by  San  Paoib- 
IM1.  Italy's  largest  bank,  for 
Banca  di  Roma.  The  deal  would 

have  created  an  enlarged  bank- 

ing group  with  total  assets  of about  L550.0GQbn  <€292bn). 

The  central  hank,  which  regu- 
lates the  banking  industry, 

blocked  the  deal  after  Banca  di 
Roma's  board  said  it  considered 

the  bid  “hostile  and  unaccept- 
able", San  Paolo-DVD  said. 

It  added  that  the  bid  had  been 

refused  approval  on  the  grounds 

that  it  breached  the  central 

bank's  policy  of  agreed  or 

friendly  mergers  and  acquisitions in  the  industry. 

The  central  bank’s  stance,  at  a 
time  of  rapid  consolidation  in  the 

industry,  has  provoked  fierce 
debate  with  several  leading  poli- 

ticians and  bankers  calling  for 

banks  listed  on  the  stock  market 

to  be  regulated  by  Consob,  the 
stock  market  watchdog. 

Mediobanca,  fighting  to  retain' 
its  influence,  has  opposed  t^e 

tie-up  between  Banca  di  Rotea 
and  San  Paolo- 1ML  Instead,  it  Iras 

sought  to  combine  the  Rome 
bank  with  Banca  Commerdale 
Italians. 

For  the  same  reasons,  Medio- 
banca is  seeking  to  block  the 

other  significant  merger  bid  by 

UniCredito  Italiano  for  BCI  to 

form  a   group  with  total  assets  of more  than  L500,000bn. 

Laic,  Page  18 

e-f- 

...striking  the  right  note 

in  Wealth  Management. 

© (Pan/t 

U'.lt<  /I  »!■  II  IIIM-.M  I   ,I|M'.,  I   l   ,   I   %l»-.|  ft.  ll 
i   iia.n  miimi  .n-rvii-  u*iii-h  r   i*i 

Full  contents  and  Lex:  back  page 

ili.  p»l»  in  r   t   \   i   1 1   'i  it  i 

G 1   I   tl  II  - 1   I   \   1WI  I   l 

1 



FINANCIAL  TIMES  WED
NESDAY  APRIL  28  1999 

WORLD^NEWS 
kosovo  crisis      -   -   ~   .             

IN  ̂OPE  BELGRADE  HlMTfi  jT  MAY
  ACCEPT  UN  PEACEKEEPING  FORCE 

 ■   NATO  EFFORT  TO  BLOtX  ttLEX
TOfflS  W0Ug_gTA^^ 

Russia,  US  discuss  framework  for  peace 

US  WAR  FUND  GOULD  RISE 

By  John  ThwnWB  to  Mo
scow 

and  James  Blitz  In  Rome 

Russian  and  US  officials
 

discussed  the  framework  fo
r 

a   political  solution  to  t
he 

Yugoslav  crisis  in  Mosco
w 

yesterday  as  hints  emerged
 

frum  Belgrade  that  it  might 

be  willing  to  admit  a   United 

Nations  peacekeeping  force 

to  Kosovo. 

Vuk  Draskovic,  Yugoslav- 
ia's deputy  prime  minister, 

repeated  his  comments  of 

Monday  in  support  of  UN 

peacekeepers  entering  Kos- 
ovo as  soon  as  Nato  halted 

its  bombing. 

But  yesterday.  Mr  Dras- 

kovic, went  further.  “I  think 

President  [Slobodan]  Milos- 
evic [of  Yugoslavia]  is  ready, 

and  must  be  ready,  to  accept 

a   Security  Council  resolu- 

tion,” be  said. 
Qn  the  vital  question  of 

how  the  UN  force  would  be 

composed.  Mr  Draskovic 
indicated  that  while  having 
Nato  nationals  on  such  a 
force  was  not  desirable,  it 
would  be  up  to  the  UN  to 
decide. 

Mr  Draskovic  -   a   former 

opposition  leader  -   made clear  he  bad  not  talked 
about  this  proposal  with  Mr 
Milosevic,  who  has  previ- 

ously said  he  would  accept 

only  unarmed,  non-Nato 
observers. 
But  Italian  officials  said 

they  considered  Mr  Dras- 

kovic's proposal  “important" even  if  “we  now  have  to  see 
if  this  is  followed  by  a 

change  in  Belgrade's stance".  Italy  is  the  only 

Nato  country  with  a   diplo- 
matic presence  in  Belgrade. 

Officials  at  the  Italian  for- 
eign ministry  said  they  were 

waiting  to  see  whether  Kofl 

Annan,  the  UN  secretary- 
general,  could  make  further 
progress  in  laying  down  the 
ground  for  a   passible  peace 

agreement  when  he  travels 
to  Moscow  tomorrow. 

In  fact,  in  the  attempt  to 

And  a   negotiated  solution  to 
the  conflict,  all  roads  appear 

at  the  moment  to  lead  to 
Russia. 

In  addition  to  Mr  Annan, 

top  Greek  and  Canadian  offi- cials arc  due  in  Moscow  this 

week,  while  Rudolph  Scharp- 

ing,  German  defence  minis- ter. was  said  to  be  planning 
a   visit  today. 

Victor  Chernomyrdiii.  Rus- 
sia’s special  envoy  to  Yugo- 

slavia, yesterday  discussed 
his  peace  proposals  for 

Yugoslavia  -   developed  dur- ing a   visit  to  Belgrade  a 

week  ago  -   with  Strobe  Tal- 
bott, the  US  deputy  secre- 

tary of  state.  Mr  Talbott 

arrived  in  Moscow  on  Mon- 
day. Mr  Chernomyrdin  had 

last  week  signalled  Yugo- slavia might  be  willing  to 

compromise  on  the  introduc- tion of  peacekeeping  troops 
into  Kosovo.  Nato  promptly 

dismissed  the  “break- 
through", but  said  it  was keen  to  see  Russia  pursue  its 

negotiations. 

Igor  Ivanov.  Russia's  for- 
eign minister,  said  yesterday 

his  entire  meeting  with  Mr 
Talbott  had  been  devoted  to 
a   discussion  of  the  principles that  could  form  the  basis  of 

a   political  settlement  in 

Yugoslavia. 

“Russia  proceeds  from  the 

premise  that  in  spite  of  the 

whole  complexity  of  the  situ- ation. we  now  have  a   chance 

to  arrive  at  a   political  solu- 
tion. And  we  should  not  let 

this  chance  slip,"  he  said. 
Mr  Talbott  confirmed  Rus- 

sia and  the  US  wore  closely 
.co-operating  to  solve  the 

Kosovo  crisis.  “The  problem 
Is  extremely  complicated-  ft 
is  important  that  our  urgent 
work  continues  and  it  wffl. 

continue,"  he  said. 
The  US  official  flew  to  Ber- 

lin last  night  to  brief  Ger- 

man leaders  on  Moscow’s position.  He  will  also  discuss 
Yugoslavia  with  Mr  Annan. 

to  war 

Limited  oil 
embargo 
would  be  legal 
By  Join  Mason 

A   “visit  and  search"  regime, 
now  expected  to  be  imposed 
by  Nato  to  discourage  the 
export  of  oil  to  Yugoslavia, 
would  lack  the  effectiveness 

of  a   full-scale  embargo  but 
should  remain  within  inter- 

national law. 
The  lack  of  a   United 

Nations  Security  Council 
resolution  ha5  left  Nato 
without  legal  backing  to 
enforce  a   full-scale  blockade 
of  Serbia  and  Montenegro, 
notably  through  the  port  of 
Bar.  The  two  most  recent 

international  “interdictions  “ 
of  sea-borne  traffic  -   the 
blockade  of  Iraq  through  the 
Gulf,  still  in  force,  and  that 
of  the  Adriatic  during  the 
Bosnian  crisis  -   were  only 
achieved  after  UN  resolu- 

tions were  passed.  Without 
such  resolutions,  most  law- 

yers agree  a   full-scale  block- 
ade would  fall  outside  inter- 

national law. 
Confirmation  of  this  view 

Apache  down 
in  Albania 

A   US  Army  Apache 
helicopter  crashed  in  flames 
during  a   training  exercise  in 
Albania  but  army 
spokesmen  said  the 
accident  would  not  interfere 

with  plans  to  deploy  24  of 
the  anti-tank  gun  ships  in 
Kosovo. 

The  two  crewmen  were 

only  sfightfy  injured  in  the 
crash  at  10:15pm  on 
Monday  but  the  $28m 

Boeing  AH-64  helicopter 

from  within  Nato  came  on 
Monday  from  General  Klaus 
Naumann,  chairman  of  its 

military  committee.  He  said 
a   blockade  -   or  even  the  use 
of  force  in  a   stop  and  search 

regime  -   would  have  no 
legal  backing. 

A   “visit  and  search" 
regime  should  fall  within 
international  law  provided  it 
does  not  involve  any  vessel 
being  forced  either  to  stop, 
alter  coarse  or  to  be  forcibly 
boarded.  This  would  apply  to 
the  modern  technique  of 
boarding  by  being  lowered 
from  a   helicopter. 
The  UN  Convention  on  the 

Law  of  the  Sea.  the  main 
legal  statute  that  would 

apply,  allows  warships  to 
board  foreign  merchant  ves- 

sels only  in  strictly  limited 
circumstances. 
A   convention  provision 

allows  a   forced  boarding 
where  powers  to  do  so  are 

conferred  by  a   treaty.  How- 
ever, according  to  logoff  Kai- 

ser, a   partner  with  the  ship- 

West  focuses 

again  on Russian  role 

A   US  Navy  cruiser,  the  USS  PhRippne  Sea,  In  the  Adriatic  Reuters 

ping  law  firm  Stephenson 
Harwood  in  London,  it  is 
hard  to  see  what  treaty 
could  be  used  to  justify  to 
use  of  force  in  the  current 
circumstances. 

Such  an  essentially  volun- 
tary regime  would  inevitably 

prove  less  effective  than  a 
full-scale  embargo.  Ships. 

Russian  or  otherwise,  deter- 
mined to  carry  oil  would  be 

perfectly  capable  of  doing  so. 
However,  it  would  still 

have  a   significant  effect  on 
shipping  In  the  area,  said 
Keith  Michel,  a   lawyer  with 
Holman  Fenwick  &   WiDan, 

solicitors  in  London  special- 
ising in  maritime  law. 

Any  form  of  action  that 
lacked  clear  international 

legal  harking  would  load  to 
uncertainty  throughout  the 

shipping  industry.  It  is  likely 
that  ship  insurers  would 
enforce  their  own  guidelines 
on  carriers,  leading  to  fewer 
ships  carrying  oil  in  the 
region,  he  said.  However,  the 
future  of  Russian  oil  exports 
to  Serbia,  the  main  target  of 
the  measure,  is  likely  to  be 
innnpnopri  as  much  by  diplo- 

matic as  by  legal  consider- ations. 

KOSOVO  UPDATE 

was  destroyed.  The  army 

said  there  was  “no 
indication  of  hostile  fire-  but. 
the  cause  of  the  incident 

was  still  under  investigation. 

Red  Cross  to 

return 
The  International  Committee 
of  the  Red  Cross  said  it 

hoped  to  receive  security 

pledges  In  the  next  few 
days  from  Yugoslav 
authorities  and  Nato.  which 
would  allow  it  to  resume 

emergency  aid  in  Kosovo. 

Grenade  attack 

on  Nato  troops 

Nato  said  Bench  Nate 

troops  had  come  under 

grenade  attack  via 
Serb-populated  area  of 
Macedonia  but  there  had 
been  no  Injuries. 

In  the  most  serious 

Incident  to  date,  unidentified 
assailants  drove  slowly  past 

a   logistics  base  in 
Kumanovo  late  on  Monday 

evening  and  threw  two 

hand  grenades  at  a 

sand-bagged  sentry  post 

Bulgaria 

defends  N-plant 
Bulgaria  sent  air  defence 
missile  systems  to  the  area 
around  its  sole  nuclear  plant 
at  Kozloduy,  some  100km 
from  the  border  with 

Yugoslavia.  Fears  that 
Bulgaria  could  be  drawn 
into  the'conffict  have 
increased  as  three  missiles 
have  hit  Bulgarian  land 
during  the  bombings  on 

Yugoslavia.  . 

By  John  Thomhffl  in  Moscow 

Ever  since  Nato  launched  its 

air  strikes  against  Yugo- 
slavia last  month.  Russia 

has  railed  from  the  wilder- 
ness against  the  immorality 

of  the  western  alliance's 
actions  and  Moscow's  mar- ginalisation in  international 
affairs. 

But  this  week  Moscow  has 

bounced  back  into  the  lime- 
light as  western  leaders  seek 

Russia's  help  in  concluding  a 

political  settlement  to  the 

conflict. The  US  administration,  in 

particular,  has  tried  hard  to 
ensure  Russia  remains  a 

constructive  force  in  the  dip- 
lomatic arena  and  does  not 

turn  its  back  on  the  world. 
Later  this  week,  tbe  Greek 
an/j  Canadian  foreign  minis- 

ters will  visit  Moscow,  to  be 

followed  by  Kofi  Annan,  sec- 
retary-general of  the  United 

Nations. 
Russia’s  vehement  opposi- 

tion to  Nato's  actions  tran- 
scends the  country's  politi- 

cal and  generational  divides. 
It  is  the  most  consensual 
issue  in  Russian  politics 
today. 

The  appeals  of  Russian- 
speaking,  Orthodox  Serbs  on 
Russian  television  screens 

have  only  reinforced  the 
view  in  Moscow  that  the 
Kosovo  conflict  is  about  a 

“clash  of  civilisations”. 
President  Boris  Yeltsin 

has  exploited  the  Yugoslav 
crisis  to  appeal  for  national 

unity  -   and  thereby  under- 

mine his  opponents' attempts  to  impeach  him. 
But  he  has  also  reflected 

Russia's  sense  of  disgust  at 
what  it  perceives  to  be 
Nato’s  high-handedness  and 
double  standards. 

Yesterday,  Alexander  Sol- 

zhenitsyn,   the  country’s most  famous  writs*,  joined the  anti-Nato  chorus,  saying 
-the  world  had  now  entered  a 

new  era  of  international  law- 
lessness. He  compared 

Nato’s  disregard  for  the  UN 
with  Hitler's  contempt  for 
the  League  of  Nations. “We  should  not  cling  to 

the  illusion,  that  America’s 
or  Nato's  chief  goal  in  Yugo- 

slavia is  the  defence  of  the 
Kosovars,"  Mr  Solzhenitsyn 
said.  The  west  had  not 
raised  a   finger  to  help  Tibet 
which  had  been  oppressed 

by  the  Chinese  for  more 
than  40  years,  he  said.  Nor 

had  it  protested  about  Tur- key's abuse  of  its  Kurdish 

minority.  “They  have  not 
done  anything  aboat  this 
because  Turkey  is  a   useful 

ally." 

Patriarch  Aleadi  H.  the 

head  of  the  Russian  Ortho- 
dox Church,  who  recently 

visited  Belgrade,  also  con- 
demned Nato's  new  strategic doctrine  for  lacking  any 

“moral  criteria"  and  under- 

mining the  authority  of  the 
UN. 

Even  Russia’s  .   liberals 

have  attacked  Nato’s  meth- 
ods, if  not  its  intentions. 

Grigory  Yavlinsky,  leader  of 
the  liberal  Yabloko  party, 

said  he  did  not  believe  the 

oppression  of  national minorities  could  solely  be 

regarded  as  the  internal 
affair  of  any  state.  But  he 
added  that  no  one  could 
defeat  fascism  by  illegal 

means. 
If  tbe  actions  of  Slobodan 

Milosevic,  Yugoslav  presi- 

dent, may  qualify  as  “a 
crime  against  humanity”, 
Nato  was  committing  “a 

political  crime". 

By  Robert  Cbote,  Economics and  Deborah 

McGregor  to  Washington 

Republicans  in  the  US 
Congress  yesterday  unveiled 
a   $125bn  package  to  cover, 
the  cost  of  the  US  role  in 

Yugoslavia,  more  than  dou- ble the  amount  requested  by 

President  Bill  Clinton. 
Baying  that  tbe  Pentagon 

faces  emergencies  not  pro- 

vided for  in  the  president’s 
original  request.  Republi- cans added  funds  to  shore  up 

military  spending  an  spare 

parts,  readiness  training, 
recruitment  and  depot  main- 

tenance, as  well  as  increased 

pay  and  retirement  benefits. 
“This  $UL9bn  bDl  recog- 

nises that  we  are  more 

deeply  involved  in  Kosovo 
than  w   were  led  to  believe 
and  that  unless  [Yugoslav 

President  Slobodan]  Milos- evic has  a   major  change  of 

heart,  our  involvement  will 
be  deeper  than  originally 

anticipated."  said  Bill 

Young;  the  Florida  Republi- can who  oversees  spending 

bills  in  the  US  House  of  Rep- 
resentatives. 
Mr  Clinton  had  originally 

requested  S6.05bn  in  emer- 
gency spending  to  cover  the US  role  in  the  war.  The 

administration  had  Indicated 
that  such  an  amount  would snffice  to  cover  tbe  air  cam- 

paign and  humanitarian 
costs  to  the  end  of  Septem- 

ber. 
Administration  officials 

had  urged  tbe  Republican- led  Congress  to  refrain  from 

adding  billions  in  new 
spending.  But  Republicans 
decided  to  use  the  request  to 

redress,  what  they  claim  is  a deterioration  in  US  military 

preparedness  in  the  years  of 
the  Clinton  presidency.  The 

bill  has  to  be  passed  by  Con- 

gress, and  is  subject  to  a   pos- sible veto  by  the  president. 

The  price  paid  for  the  war 
by  the  countries  bordering 
on  Yugoslavia  will  be  pro- 

portionately far  higher, 

according  to  an  analysis  dis- 
cussed by  -the  World  Bank 

and  International  Monetary 

Fund  at  a   special  joint  meet- 
ing last  night  The  analysis 

concluded  that  Albania.  Bos- nia-Hercegovina,  Bulgaria, 

Croatia.  Macedonia  and 
Romania  would  all  face 

severe  macroeconomic  con- 
sequences from  the  conflict. If  tbe  military  campaign 

was  prolonged,  they  could 
face  a   collective  balance  or 

payments  gap  this  year 
exceeding  $1.5bn,  on  top  of 

$31  lm  in  refugee-related costs. 

These  costings  -   which 
the  Bank  and  Fund  admitted 
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National  differences  Ethnic  Albanian 

scupper  frigate  project  exodus  widens By  Alexander  Med, 
Defence  Correspondent 

It  was  15  years  ago  that 
Britain  first  agreed  to  carry 
out  joint  studies  with  other 
governments  on  a   new  frig- 

ate, which,  in  its  case,  would 

replace  tbe  Royal  Navy’s 
Type  42  destroyers. 
The  destroyers,  built  in 

the  1970s,  were  then  quite 
new.  They  are  not  any  more. 
After  two  foiled  attempts  at 
collaboration,  the  UK  this 
week  decided  to  go  its  own 

way  with  a   national  pro- 
gramme to  replace  them. 

At  a   time  when  Tony 

Blair,  the  UK  prime  minis- 
ter, is  reaching  out  to  Euro- 

pean colleagues  on  defence 
issues  and  governments  are 

seeking  to  pool  defence  pro- 
curement. the  frigate  story  Is 

a   salutary  one  that  shows 
just  what  an  uphill  road 
European  collaboration  can 
be.  That  governments 
attached  political  impor- 

tance to  the  Horizon  project 
was  not  enough  to  overcome 

differing  approaches  to  pro- 
curement and  the  different 

needs  of  their  navies. 
Britain,  France  and  Italy 

began  talking  about  Horizon 
after  withdrawing  in  1989 
from  a   Nato  frigate  project 

called  NFR-90.  involving 
eight  alliance  members, 
including  the  US.  Tbe  three 
wanted  a   ship  to  be  a   plat- 

form for  air  defence  missiles 
being  developed  by  the 
French  and  the  Italians.  The 
missile  became  the  Principal 
Anti-Air  -   Missile  System 
fPAAMS)  and  is  still  on 
course,  as  an  important  col- 

laborative project,  to  arm 
the  vessels  of  all  three 

nations.  But  it  nil]  sit  on  at 
least  two  different  models 

following  the  collapse  of 
Horizon,  caused  by  nine 

years  of  disputes. 
The  first  big  problem  was 

the  type  of  ship.  Britain 
wanted  a   vessel  oF  about 
6,000  tons,  which  could  be 

used  for  patrols  in  tbe  heavy- seas  of  the  Atlantic.  France 
and  Italy  wanted  ships  of 
half  the  size,  the  former  as 
scons  for  the  new  Charles 
de  Gaulle  aircraft  carrier 
and  the  latter  for  patrols  in 
the  Mediterranean.  Although 

they  did  reach  agreement  on 
a   joint  requirement,  the 
problem  has  never  entirely 

gone  away. Tbe  second  issue  was  the 

capabilities  of  the  missile. 
The  Royal  Navy  has  never 
forgotten  the  destruction  of 

the  Sheffield  and  the  Atlan- 
tic Conveyor  by  sea-skim- 

ming Exocet  missiles  in  the 
Falklands  war.  It  wanted  the 
frigates  to  be  able  to  protect 
ships  in  a   wide  area.  This 
meant  being  able  to  hit 

enemy  missiles  in  flight  at 
virtually  any  angle,  not  just 
these  coming  in  the  general 
direction  of  the  frigate  itself. 
Agreement  was  reached, 
although  Britain  opted  for 

the  Sampson  radar  devel- 
oped by  Siemens  Plessey, 

now  part  of  British  Aero- 
space, rather  than  the  Ital- 

ian Empar  system. 
The  third  problem,  which 

finally  sank  Horizon,  was 
the  industrial  structure.  The 
ships  were  to  be  built  by  an 
international  consortium, 
including  the  Marconi 
defence  division  of  GEC 
(now  being  sold  to  BAe), 
DCN  of  France  and  Orri- 

zonte.  a   venture  between 
Fincantleri  and  Finmeccan- 

ica of  Italy.  Tbe  French  and 

Italian  companies  are  state- controlled. 

British  officials  decided 
this  loose  grouping  could 
never  deliver  what  it 

wanted.  The  planned  deliv- 
ery date  was  slipping  fast 

from  2002,  when  the  first 

ships  were  supposed  to  be  in 
service.  Since  Britain  needed 

12  ships  and  tbe  others  were 
expected  to  take  four 
(though  their  stated  require- 

ment is  for  10).  tbe  UK  opted 
to  exercise  some  muscle. 

It  wanted  a   clear  prime 

contractor  -   Marconi  -   to 
take  responsibility  for  deliv- 

ering in  time  and  to  budget. 
France  agreed,  but  only  with 

DCN  as  main  sub-contractor 
for  the  combat  management 

system  -   the  warship’s 
brains. Since  the  UK  wanted  a 

BAe-led  consortium  to  pro- duce the  combat  system,  and 
not  DCN.  this  was  rejected. 
Some  French  officials  feel 

tbe  British  idea  of  passing 
much  more  responsibility  to 

companies  for  contract  per- 
formance was  untested  and 

unrealistic  on  tbe  Continent, 
and  that  Britain  wanted 
more  work  for  British  com- 

panies. 
British  officials,  however, 

saw  Horizon  as  the  first  big 

project  on  which  the  Labour 
government  would  have  to 
make  tbe  early  decisions 
triggering  large  spending. 
Britain  was  keen  on  defence 
co-operation  in  Europe,  but 
it  also  wanted  value  for 

money. 

Editorial  Comment,  PisgeTi 

By  Robert  Wright In  Lojane,  Macedonia 

Large  groups  of  ethnic Albanian  refugees  yesterday 

started  to  arrive  in  Macedo- 
nia, for  tbe  first  time  from 

areas  of  Serbia  outside  Kos- 

ovo. 

Tbe  United  Nations  High 
Commissioner  for  Refugees 
estimated  around  2.000 

people  had  arrived  by  foot, 
mainly  from  tbe  town  of  Pre- 
sevo.  about  9km  from  the 
Macedonian  border,  inside 
the  main  republic  of  Serbia. 
While  some  had  found 

their  way  to  an  unofficial 
border  crossing  near  the  vil- 

lage of  Lojane.  refugees  said several  hundred  women  and 
children  had  last  been  seen 

heading  into  the  mountains. 
There  are  no  precise  fig- 

ures of  how  many  ethnic Albanians  live  in  Serbia.  The 
1991  census  recorded  some 

80.000.  compared  with  1.6m in  Kosovo.  However,  many 

ethnic  Albanians  are believed  not  to  have  taken 

part  in  the  census. Men  who  reached  Lojane 

said  they  had  changed  direc- 
tion through  tbe  mountains 

after  hearing  shooting  from 
near  tbe  column  of  women and  children. 

UNHCR  workers  were  try- 
ing to  reach  the  women  and 

children  in  tbe  high  moun- 
tains on  the  border,  where 

Macedonian  security  forces were  refusing  some  entry. 
Presevo  may  have  been 

targeted  by  Serb  security 
forces  because  it  bad  become 
home  to  some  Kosovar  refu- 

gees. Ron  Redmond,  spokes- man for  the  UNHCR,  said: “The  Serbs  clearly  reckon 

that,  since  they  are  doing 

this  work,  they  might  as 
well  clear  them  out  of  there 

as  well.” 

Four  men  who  had  arrived 
in  Lojane  overnight  or  early 

yesterday  morning  told  of 
security  force  harassment  as 
tbe  army  suddenly  sought  to 

serve  call-up  papers  on  800 
Albanian  men. 

Around  80  men  had  been 
taken  by  tbe  army,  and  were 

being  held  in  a   school  in  the 
town.  Three  other  refugees 

backed  up  this  accounLLo- 
jane’s  population  of  3.000 
had  already  been  swelled  by 

1,500  refugees  before  yester- 

day. 
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were  highly  uncertain  - assume  the  refugee  crisis 

lasts  throughout  1999- Afi 
official  trade  with/the  former 

Yugoslavia  would  be 

.suspended,  with  transit 
trade  to  third  countries  pick- 

ing up  in  tbe  second  half  of 
the  year  (probably  at  a   quar- 

ter of  tbe  pre-crisis  level  and 

at  a   higher  cost). The  Fund  and  Bank 
assume  that  the  number  of 

refugees  sheltered  in  neigh- 
bouring countries  would 

peak  at  around  750,000  in  the 
second  quarter  of  tbe  year, 

foiling  only  modestly  there- after. 
The  Kosovo  situation  was 

alsn  discussed  in  the  IMF's 

“interim  committee", 

prompting  complaints  from 
some  delegations  that  the 
IMF  was  trying  to  muscle 
into  territory  that  was  prop- 

erly the  role  of  the  World 
Bank:  namely  restructuring 

and  long-term  structural  pol- 

icies. 
Macedonia  and  Bosnia  are 

likely  to  face  the  largest  bal- ance of  payments  problems, 

with  gaps  of  perhaps  7-8  per 
cent  of  gross  domestic  prod- 

uct this  year.  This  reflects 
their  dependence  on  trade 
with  the  former  Yugoslavia. 
The  countries  are  also 

likely  to  see  government  def- icits widen,  with  budgetary 

gaps  of  around  3   per  cent  of 
gross  domestic  product  in 

Albania.  Bosnia  and  Macedo- 

nia. 

If  the  crisis  is  resolved 

quickly,  the  Bank  and  Fund believe  that  the  refugee 

costs  for  the  six  countries 
could  be  held  to  $l39m  and the  balance  of  payments  gap 

to  $668m.  The  budget  gap 

would  be  $308m.  The  cast- ings do  not  include  figures 
for  Serbia  and  Montenegro, 
which  are  not  members  of 

the  international  institu- tions. 

Meanwhile,  the  creditors 
of  the  Paris  Club  accepted  a 
deferral  of  payments  due 
from  Albania  and  Macedonia 
on  their  external  debt  for  a 

year  from  April  1   1999. 
•   The  European  Union  yes- 

terday announced  it  would 
provide  up  to  €25m  f$26m)  of 
budget  support  to  Macedonia 
to  meet  refugee-related 
expenses.  Peter  Norman writes  from  Luxembourg. 

The  payment  will  be  made as  soon  as  all  necessary 

information  has  been  sup- 

plied. The  EU  earlier  com- 
mitted €62m  in  similar  sup- 

port to  Albania. Separately,  the  European 
Commission  estimated  the 
cost  of  reconstructing  the 

Balkans  after  the  Kosovo 
war  at  around  $30bn. 
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Incentives  allow  deep 
cuts  in  company  tax 

1 

By  GonCoa  Omab  in  AnsMa 

Government  incentives 
allow  companies  based  in 
three  European  Union  coun- 

tries to  pay  barely  half  the 
official  rate  of  tax  os  their 
earnings,  a   study  to  be  pub- 

lished today  by  the  Dutch 
finance  ministry  shows. 

Portugal,  Austria  and  Bel- 
gium show  the  sharpest 

divergence  between  their 
statutory  rate  of  corporate 
taxation  and  the  average 
percentage  actually  paid  by 
groups  based  there,  accord- 

ing to  the  research,  carried 
out  at  the  University  of 
Maastricht. 

These  large  differences 
indicate  that  high  levels  of 
tax  incentives  are  being 
granted,  the  ministry 
“The  effective  tax  rate  is 
above  all  the  relevant  com* 
ponent  in  cross-border  locat- 

ing and  financing  decisions." 
The  ministry  said  it  spon- 

sored the  study,  which  Is 
being  made  available  to 
other  member  states  and  the 
European  Commission,  as  a 
contribution  to  the  debate 
over  fiscal  competition 
within  the  EU.  It  was 

“intended  to  check  whether 
the  right  path  has  been 
undertaken  in  these  discus- 

sions, a   path  that  in  the  view 
of  the  Netherlands  eventu- 

ally should  lead  to  a   level 

playing  field"  fin-  enterprises 
throughout  the  EU. 
Dick  Wjtteveen.  director- 

general  of  taxation  policy, 

added:  "My  impression  is  the 
average  tax  burden  is  OK. 
but  the  differences  are  far. 
far  too  big.  If  I   woe  an 
entrepreneur  presiding  over 
a   larger  company,  1   would  be 

very  worried." The  Netherlands,  while 
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not  favouring  any  Brussels- 
directed  drive  to  harmonise 
taxes,  is  keen  to  see  closer 
co-ordination  of  fiscal  poll- 
cleg  among  member  states. 

Experts  from  the  account- 
ing and  auditing  centre  at 

Maastricht  examined  thg 
annual  accounts  of  nearly 

8,000,  mainly  fisted,  compa- 
nies from  an  IS  members. 

Banks  and  insurers  were 
CTflrntwi. 

They  found  that  the  EU 

corporate  sector  in  1990-96 
paid  209  per  cent  tax  an  its 
profits,  nearly  10  percentage 
points  below  the  average  of 
the  taxation  rates  officially 

appffprf  to  ttiAUM- Sweden,  "the  Netherlands 
and  Ranee  showed  the  nar- 

rowest gaps  between  file  offi- 
cial rate  and  reality, 

although  the  Wgbpgt  effec- 
tive rates  woe  paid  in  Ger- 

many »nrt  Baly.  The  cheap- 
est environment  was  Ireland, 

NEWS  DIGEST 

tossiaw  somawair  reshuffle 

Yeltsin  replaces  cabinet 

leftwinger  with  loyalist 
President  Boris  YeBsbi  of  Russia  yesterday  reshuffled  his 

government,  replacing  the  cabinet's  third  most  senior  min- 
ister with  a   toyafist  hawk. 

Mr  Yetean  fired  Vadim  Gustoy,  toe  leftwing  ex-governor 
of  the  Leningrad  report,  as  first  ctepuly  prime  minister  and 
promoted  Sergei  Stepashin,  the  interior  mtaister,  in  Ms 

pteceL 
Mr  Gkistov  was  seen  as.  a   oiose  ally  of  .   Yevgeny  Roma-  . . 

kev,  theprimeraifBster,  tiutfafledtomake  reuctrof  arr:  ' 

impact  in  Moscow.  •   .   ' 
Mr  Stepashin,  who  as  head  of  the  FSB,  Russia’s  kitemal 

security  service,  played  a   leading  role  In  the  Chechen  war, 
has  a   reputation  as  an  aggressive  tow-and-order advocate. 

Mr  Yefean  instructed  Mr  Stepashin  to  help  supervise  the 
pariamentafy-eteefions  in  December  and  the  presidential 
elections  next  year.  John  ThorahO,  Moscow 

EUROPEAN  TOMMtSSIQN 

UK  told  to  double  art  tax 
The  European  Commission  wffl  today  tefl  the  UK  govern-  - 
meat  it  must  double  value-added  tax  on  imports  of  art 

works  to  5   per  cert  from  July  1   to comply  with  a   Buro-  '• 
pean  Union  directive. Despite  fierce  lobbying  from  the  Brit- 

ish fine  arts  trade,  which  has  argued  that the  higher  tax 

could  damage  London’s  poation  as  a   global  art  centre,  . 
toe  ConvMssran  has  concluded  that  there  are  no,  grounds 

for  continuing  the  special  low  VAT  rate.  It  replaced  a   zero 
rate  teat  was  granted  to  Britain  as  a   temporary  exemption 
When  toe  EU  adopted  a   directive  deafinp.with  VAT  on  .sec- 

ond-hand goods  in  1995.  . 

The  ComriMon’s  decision  Is  based  on  an  Independent 
study  that  ted  the  EU  executive  to  conclude  that  the  UK 
at  market  has  prospered  despite  the  kitrodiiction  of  VAT 
on  imports.  Wife  tt»  vtdi»  of  art  works  sold  by  dealers  in 
the  BJ  as  a   whole  between  199S-84  and  1997-98  grew,  by 
an  estimated  17  per  cent;  the  value  of  sates  In  the  UK 

increased  by  50  per  cent  Peter  Norman 

FHlMSH  PBBSlDBtT  : 

Ahtisaari  signals  departure 
Martti  Ahtisaari,  president  of  FWand,  yesterday  signalled 

his  departure  as  head  of  state  by  announcing  bis  with- 
drawal from  presidential  primaries  for  the  ruing  Social 

Democratic  party  next  month. 
Mr  Ahtisaari,  etected  in  1994,  told  Paavo  Upponen,  the. 

prime  minister  and  SDP  leader,  that  he  would  not  be  seek- 
ing renomsnatioD  ahead  of  presidential  elections  early  next 

The  move  Js  expected  to.  dear  the  wayforTaja  Hak>- 
nen.  Finland's  h^hiy  regarded1 foreign  minister,  to  secure 
toe  SDPs  presidential  nomination. 

The  preddentiis  dec&on  follows  reports  in  toe  Finnish 
m«fla  that  he  coukl  be  asked  by  Kofi  Annan,  the  United 
Nations  secretary-general,  to  be  a   specW  poace  envoy  or 
mediator  in  the  Kosovo  crisis.  Mr  Ahtisaari.  the  former  UN 

special  representative  in  Namfota,  is  understood  to  tore 
discussed  the  matter  with  Mr  Annan  at  aTneeting  In  New 
York  at  the  weekend.  Thn  Burt;  Stockholm 

geOMOMies  ;   : 

French  consumers  spend  more 
Raich  consumer  spending  rose  SB  percent  month  on 

monto  In  Januay.  stoked  by1  high  consumer  confidence 
and  a   faffing  unemployment  rata,  •; 

Strengthening  confidence  wffl  be  a   good  omen  for  - 
growth  through  the  first  quarter  of  1999  and  beyond  and 

wS  quen  expectations  of  an  end  to  France’s  coraunption- 
led  expansion,  say  economists.  A   further  dectine  &i  the 

nation's  consumer  price  index  for  January,  could  further  . 
boost  household  consumption  ffcurss....  .   ;   - 

The  January  rise,  m   consianer  spending  foflowed  a   ■ 
revised  deefine  of  OS  par  cent  in  December,  according  to 

lnsee,toenatiot«lsiatistrcs.lnsaute.-.- 
Thestrongestrise  was  for  dothing  aid  footwear,  which 

was  up  9.6  par  cent Hi January  compared  wSh December. 

Agendas,  Paris  ' 

followed,  by  Portugal  and 

Austria;  but  Ireland’s  effec- tive 13.9  per  cent  reflected  a 
low  official  tax  rate.  . 
This  is .   the  -   third  such 

study  circulated  by  the 
Netherlands  recently  but  the 

first  to  be  based  on  real  cor- 

porate data.  It  has  commis- 
sioned reports  from  consul- 

tants Baker  McKenzie  and 

PwCon  special  deals  offered 

by  revenue  authorities. 

Germany  forced  to  face  compensation  issue  again 
East  Europeans  made  to  work  in  German  companies  during  the 
second  worid  war  are  preparing  claims  against  their  former  Nazi 
employers,  write  Stefan  Wagstyl  and  Christopher  Bobmski 

When  Gerhard  Schro- 

der, the  German  chan- cellor, visits  Poland 

today,  Kosovo,  Nato  and 
Poland's  application  to  join 
the  European  Union  wifi  be 

uppermost  in  bis  But, 
as  go  often  when  polish  and 

German  leaders  meat,  the 
past  will  not  be  for  away. 

.   Wbfle  both  countries  have 
walked  hard  to.  try  to  heal 

the  damage  from  the  second 
world  war,  their  work  is  still 
£ar  from  over.  This  year,  con- 

troversy has  broken  out  aver 
the  issue  of  compensation 

for  people  taken  for  forced 
labour  in  Nazi  Germany.  - Until  last  year,  such 

received  little  atten- tion because  Germany  was 

thought  fo  have  paid  Its  dues In  earlier  Bonn  government 

compensation,  payments. 
Kit.  Inspired  by  the  success 
of  Jewish  groups  in  the  west 

in  securing'  pledges  of  com- 
pensation from  German  com- panies. tens  of  thousands  of 

elderly  people  in  Poland  are 

preparing  .   new  *   claims against  their  Nazi-era 
employers.  Many  others  are 
doing  the  «*hio  In  Ukraine, 

Russia,  Belarus  and  else- where in  eastern  Europe. 

They  have  redoubled  their 
efforts  since  Mr  Schroder 
spoke  this  year  of  a   planned 
new  fond  for  former  forced 
labourers  to  be  financed  by 
German  industry. 

The  demands  of  east  Euro- 
pean forced  workers  have  so 

far  attracted  less  attention 
than  those  or  Jewish  slave 
camp  survivors.  But  the  east 

European  survivors,  few  of 
whom  are  Jews,- are  pushing 
their  claims  into  the  interna- tional arena. 

In  Germany,  lawyers  rep- 

resenting 20X100  Polish  survi- vors of  Nazi-era  forced 
labour  are  suing  Bonn  and 

preparing  to  sue  individual 
companies  for  up  to  DM7.2bn 
(€3-7bn,  $3.9bn).  In  the  US. 
several  lawyers  involved  in 
Holocaust  cases  have  signed 

up  former  forced  labourers 
in  east  Europe  for  class  suits 

against  German  and  part- 
German  companies,  includ- 

ing Siemens  and  Daimler- Chrysler. 

•   The  purpose  of  the  legal 

action  is  to  end  delays  sur- 
rounding.the  proposed  Ger- 

man industrial  fund. 

Demands  from  German  com- 
panies for  guarantees 

against  future  law  suits  Is 

proving  to  be  a   sticking 
point.  Ed  Pagan,  a   New  York 

lawyer  active  in  both  Holo- caust-related and  forced 

labour  suits,  said:  “This [legal  action]  is  a   way  of 

bringing  to  the  table  all 

legitimate  survivors’  repre- sentatives so  we  can  reach 

closure  on  this  issue." 
Jacek  Turczynski,  bead  of 

the  German-Polish  reconcili- 
ation fund  that  distributes 

20,000  Polish 

survivors  of 
forced  labour  are 

suing  Bonn 

German  government  com- pensation to  Nazi  victims, 
says:  “I  hope  we  can  get  a 

settlement  soon  because 
most  survivors  are  now  so 

old." 

Germany  aims  to  start 

payments  by  September  1. the  60th  anniversary  of  the 

start  of  the  war. 
Eastern  Europe  provided 

most  of  Nazi  Germany’s  esti- mated total  of  9m  forced 

workers.  About  4.5m  came 
from  the  former  Soviet 
Union  and  a   further  2.9m Grom  Poland,  according  to 

Polish  and  Russian  official 

data.  Of  these  east  Euro- 
peans. about  1.5m  are  still 

alive. 
Most  non-Jewtsh  forced 

labourers  were  not  held  in 
concentration  camps  and, 
unlike  Jews,  were  not 

marked,  for  extermination. 
But  they  were  brought  to 
Germany  by  force;  they  were 
over-worked,  poorly  fed  and 

often  paid  little  or  nothing. 

Eugenia  and  Tadeusz Grzymowski,  two  Warsaw 

pensioners,  say  they  were 

taken  to  Germany  to  Volks- wagen, which  employed 
20,000  forced  workers  at  its 

plant  in  what  is  now  Wolfs- 
burg. They  remember  work- ing underground  because  the 

factory  had  already  been 
destroyed  by  bombing. 

Others  worked  on  farms  or 
removed  rubble  from  bomb 
sites.  Eugenia  Owczarek.  an 83-year-old  from  Warsaw, 
was  taken  from  the  city  in 

1914  and  deported  to  the  Ger- man town  of  Breslau,  now 

Wroclaw  in  Poland.  She  can- not recall  who  employed  her, 

which  complicates  her  claim. “We  didn’t  belong  to  any- 

body," she  says.  “People 
would  come  and  take  us  to 

work  for  them.” 

Few  survivors  kept  docu- 

mentary records.  Others  saw 

no  paint:  after  the  war, -the huge  reparations  given  by 
Germany  to  eastern  Europe 

went  to  the  region's  govern- 
ments, not  to  individuals. 

Survivors  were  often  fright- 
ened of  talking  about  their 

time  in  Germany,  particu- 

larly in  the  former  Soviet Union,  where  Stalin  ordered 
many  who  had  been  held  by the  Nazis  into  gulags. 

It  is  only  in  the  last  10 

years  that  the  issue  of  the 
former  forced  workers  has 
been  raised  in  public. 

In  1992,  the  German  gov- ernment agreed  to  pay  com- 

pensation to  individual 
forced  workers  -   and  set aside  DM500m  for  Poland and  DMi.Sbn  for  Russia, 

Ukraine  and  Belarus.  About 

1.35m  people  in  the  former 
Soviet  Union  and  700,000  in 

Poland  have  received  one-off 

payments  or  some  DM6D0- DM700  each. 

Mr  Turczynski  complains 
that  these  payments  were much  smaller  than  those  to 
surviving  labourers  living  in 
the  west  who  received 

DM5.000  or  more.  Chancellor 
Helmut  Kohl's  government 
rejected  pressure  to  increase 

payments  made  to  eastern 

Europe,  but  survivors’ groups  hope  Mr  Schroder will  take  a   different  view. 

home  fixers,  wreck  divers,  cyber  buyers 

Refining  the  art  of  domestic  delegation,  searching  for  sunken  Filipino 

treasure  and  bidding  for  Michael  Owen’s  shorts  on  the  internet.  AH  in 

how  to  spend  it  colour  magazine,  free  with  the  Weekend  FT  this  Saturday. 
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threatens  industry  giants 
By  Join  Burton  in  Seoul 

South  Korea  will  toughen 
sanctions  against  the  five 
top  conglomerates  if  they 
fail  to  restructure.  Including 
forcing  some  units  into 
receivership,  and  will  hold 
creditor  bank*  responsible 
for  any  delays,  the  head  of 
the  Financial  Supervisory 
Commission  said  yesterday. 

The  warning  came  at  a 
meeting  between  President 

Rim  Dae-jung  and  leaders  of 
the  industrial  groups,  or 

chaebol,  to  review  progress 

on  corporate  reforms. 
The  chaebol  completed  80 

per  cent  of  their  restructur- 
ing goals  promised  for  the 

first  quarter  of  this  year  and 
only  40  per  cent  of  their 
plans  to  attract  foreign 
investment,  according  to  the FSC. 

Hyundai  and  Daewoo,  the 
two  biggest  chaebol,  were 
tiled  for  a   particularly  poor 

performance. 
The  FSC,  which  is  leading 

the  government’s  financial 
and  corporate  reform  pro- 

gramme, ordered  the  chaebol 
to  complete  state-mandated 
industrial  consolidation  to 
reduce  overcapacity  in  seven 

sectors.  Including  semicon- 

ductors and  petrochemicals; 

by  June,  ' 

Creditor  banks  will  be 

required  to  establish  sched- 
ules for  the  sale  and  mergers 

of  chaebol  units  in  new  loan 

agreements.  Banks  will  also 
evaluate  the  five  groups  on  a 
monthly  basis  instead  of 
each  quarter. 
The  banks  will  have  to 

impose  strict  penalties  on 
chaebol  that  foil  to  reform, 

including  higher  interest 
rates,  a   block  on  new  loans, 

and  putting  them  under 
bank-led  rehabilitation 

“work-out  programmes”  or 
filing  for  court  receivership. 

Banks  will  he  accountable 

for  negligence  oo  the  part  of 
the  chaebol,  although  sanc- 

tions against  them  were  not 

specified.  Moat  of  the  big 

commercial  banks,  the  chae- 
bols' main  landers,  have 

been  nationalised  under  a 
recapitalisation  programme 

to  prevent  their  collapse,  . 
The  most  potent  threat 

among  the  measures  would 
be  the  loss  of  management 
control  of  chaebol  units  by 

the  family  owners. 
But  some  analysts  ques- 

tion the  government's  com- mitment to  taking  tough 
actions.  “Abruptly  denying 

credit  '   would  inflict  a   fetal 

dosage  of  non-performing' loans  on  many  banks  and 

other  financial  institutions," said  Stephen  Marvin, 

research  head  at-  Jardine 
Fleming  in  Seoul;  The  gov- 

ernment *   •   has  .   nearly 

exhausted,  the  WonS4,00Cbn 
($54bn)  allocated  for  bank 
recapitalisation. . 

The  government,  worried 

about  growing  unemploy- 
ment' rad  labour  strife,  has' 

been  reluctant  to  shut  sur- 

plus fectoriSs  despite  its  pro- 
motion of  “big  deals”,  or 

mergers,  in  main  ,   industrial 
sectors  to  cut  overcapacity.- 

Digital  TV  causes  divisions 

and  heart-searching  in  Japan 
Michiyo  Nakamoto 

reports  on  a   bid  for 
technological 

readership  that  may 
be  ducked 

In  a   few  years  ordinary  TV 
viewers  in  Japan  will  be 
able  to  respond  directly  to 

TV  show  surveys,  order 

goods  they  see  on  the  screen 

and  call  up  data  an  a   favour- 
ite baseball  player  as  they 

watch  him  prepare  to  bat. 
At  least  that  is  what 

Japan's  broadcasting  author- 
ities hope  as  they  lay  the 

groundwork  for  terrestrial 
TV  to  go  digital  over  the 
next  several  years. 

Japanese  lawmakers  will 

today  debate  legislation  that 
paves  the  way  for  the  shift 
from  analogue  to  digital 

technology,  which  is  expec- 
ted to  transform  the  coun- 

try’s television  broodcasting. 

Despite  the  authorities' enthusiasm,  however,  the 

country's  programme  to 
launch  digital  terrestrial 
broadcasting  is  in  danger  of 

being  significantly  delayed, 
dealing  an  embarrassing 

blow  to  Japan’s  reputation 
for  technological  leadership. 

“It  is  almost  impossible  to 

meet  the  {government's] 
schedule."  says  Kazuo  Mach- 

ida, director  of  the  planning 
division  of  the  National 

Association  of  Commercial 
Broadcasters  in  Japan.  If  the 

transition  to  digital  broad- casting is  made  according  to 

plans  of  the  Ministry  of 

Posts  and  Telecommunica- 
tions (MPT),  it  will  take  30  to 

40  years,  he  warns. 
A   delay  would  put  Japan 

far  behind  the  US  and  UK. 

which  have  both  already 
started  trial  broadcasting  of 

digital  terrestrial  TV.  Fail- 
ure to  start  digital  broad- 

casts on  schedule  this  year 
would  be  an  embarrassment 

for  the  Japanese  authorities, 
after  the  commercial  failure 

of  high  definition  TV.  After 
six  years,  HDTV,  which  was 

developed  under  the  guid- 
ance of  the  ministry,  has 

sold  only  lkm  sets. 
It  would  also  undermine 

the  government’s  aim  of encouraging  new  businesses 
to  become  engines  of  growth 
for  the  Japanese  economy. 
The  MPT  believes  digital 

broadcasting  by  terrestrial 
stations,  which  will  offer 

viewers  more  choice  of  chan- 
nels. clearer  pictures,  com- 

patibility with  PCs  and  inter- 
active capability,  is  critical 

in  transforming  Japan  into 
an  advanced  information 

society.  Digital  terrestrial 
broadcasting  alone  could 
generate  Y212,000hn  ($2&3bn) 
in  revenues  for  a   range  of 

Industries  ova- 10  years,  the 
ministry  calculates. 

According  to  government 
plans,  trial  broadcasts  would 
begin  in  the  Tokyo  area  next 

year,  in  the  three  largest 

urban  areas  by  2003  and  the 
rest  of  the  country  by  2006. 

However,  a   lack  of  fre- 
quencies and  differences 

over  who  should  shoulder 

the  costs  of  switching  tech- 
nology could  throw  things 

off  course.  “Digitalisation  is 
going  to  be  very  expensive 
and  financing  it  is  a   real 

headache.”  says  Mr  Machida. 
It  is  estimated  that  Invest- 

ment In  digitalisation  will 
cost  the  industry  Y900bn. 

mainly  because  of  the  many 

relay  stations  needed  for 
broadcasts  to  every  corner  of 
the  mountainous  country. 

Compared  with  an  average 

four  relay  stations  per  broad- 
caster in  the  US.  Japanese 

broadcasters  have  an  aver- 
age 64  relay  gtatinni  in  total 

there  are  15.000  relay  sta- 
tions throughout  Japan  each 

of  which  will  need  to  be  fit- 
ted with  digital  equipment. 

The  government  insists 
the  industry  must  bear 

the  cost.  "It  Is  not  that 
much  of  a   burden  for  them, 

given  the  profits  key 

{national]  broadcasters 

make.  The  key  stations 

spent  as  much  as  YlOObn  to 

build  their  new  headquar- 

ters,” says  a   government 
official. 

But  broadcasters  say  they 

cannot  afford  to  take  on 

additional  coats  in  the  cur- 

rent economic  climate.  “We believe  that  this  is  a 

national  policy  which  the 

government  is  forcing  on 

us,”  says  Mr  Machida. 

At  the  same  time;  a   seri- 
ous lack  of  broadcasting  fre- 

quencies means  the  transi- tion will  be  a   long  and 

painful  process.  Frequencies 
are  limited  and  because  of 

the  large  number  of  relay 

stations  in  Japan,  each  need- 
ing a   different  frequency, 

Japan  has  predoos  few  left. 
As  a   result  the  MPT  will 

need  to  use  frequencies  for 

digital  broadcasts  that  are 
being  used  for  analogue 
transmissions  by  millions  of 
viewers  all  over  Japan. 

Those  viewers  will  have  to 

have  their  ehamiriw  reset  by 

technicians.  “That  alone  will 

take  years.”  says  an  official 
at  Fuji  TV,  one  of  the  key 

networks,  “It  cant  be  done 

overnight.  The  chances  are 

very  strong  that  [the  MPT*b 
schedule]  wfl]  be  delayed.” What  is  more,  the  cost  and 
trouble  of  having  to  do  that 

Is  likely  to  cause  an  outcry 
among  viewers,  industry 
officials  warn. 

Although  the  MPT  plans to  start  trial  broadcasts  next 

year,  tbe  standard  for  the 
technology  Japan  will  use 
has  not  yet  been  agreed. 
Even  -tbe  MPT  admits  that 

“there  is  a   danger  no  broad- 
caster will  volunteer  for  the 

trial  broadcasts”,  according 

tO  one  nffirfnl 

Few  in  the  industry  deny 

Japan  needs  to  digitalise 

broadcasting.  “Digitalisation 
is  important  but  there  is 

little  enthusiasm  for  invest- 

ing in  it,”  says  Mr  Machida. 

E   Timor 

to  go  to this  polls 

By  SweeRotfnson 

>   pondar  their  entrance  into  the  age  of  <Sgftal  television  A P 

A'^fei^rendum  on  East Tttaoreae  autonomy  wfli  be 

heWoti.  August  $   with  the 

feefcBf  «6i  sr.  United  Nations? spimsored'.police  force, iPresi' -(tent  BU,  Habibie  of  Eldon 

estat  yesterday  :   told  John 
Howard.  *•  tbe  .   Australian 

prime  mtateter. 
However,  the  two  leaders, 

meeting  in  Bali,  failed- to. 

agree  on  disarming  pro-Jak- arta paramilitary  groups. 
The  -summit  did  not 

address  growing  interna- 
tional calls  for  a   UN  peace- 

keeping force  to  check 
escalating  violence  in  tbe 
former  Portuguese  colony. 

Australian  officials  said  the 
Issue  had  been  “addressed In  recent  talks  between 

Indonesia  and  Portugal  at 

the  UN,  but  would  not  con- firm whether  such  a   force 

was  part  of  the  resulting 

agreement Mr  Habibie  told  Mr 
Howard  he  had  approved 

without  alteration  the  UN- brokered  autonomy  package, 

which  would  be  signed  by 

the  Indonesian  and  Portu- 
guese foreign  ministers  in 

New  York  on  May  5. 

He  did  not  give  details  on 

security  arrangements  for 
the  autonomy  vote,  saying 

they  would  be  announced 
only  when  the  agreement was  signed. 

Mr  Habibie  confirmed, 

however,  that  six  UN  coun- tries -   Australia,  Germany, 

Japan,  the  Philippines,  the 

UK  and  the  US  -   would  be 
invited  to  give  advice  and 
contribute  to  a   force  of  up  to 

500  civilian  police  officers  to 
monitor  voting. 

Scores  of  East  Timorese 

have  been  killed  by  proJak- 
arta  paramilitary  groups 

since  Mr  Habibie’s  recent 
promise  of  full  independence 
for  the  province  by  January 
should  the  East  Timorese 

reject  an  offer  of  autonomy. 
Mr  Howard  said  Australia 

would  pay  for  nearly  half  the estimated  A$45m  (US$29m) 

cost  of  the  UN  monitoring 

operation  in  cash  and  logisti- 
cal support.  I 
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NEWS  DIGEST 
MALAYSIAN  COURT      i. 

Prosecutors  to  subject 

Anwar  to  further  charge 

of  six  refraining  charges  against  Anwar  fbrahfrn, 
 the 

sacked  deputy  prime  minister  already  convict
ed  on  four 

counts  q   abusing  his  power  to  conceal  alle
ged  sootel  x‘  . 

misdeed*  and  sentenced  to  six  years  In  prison.  Buftne
y-.  . 

asked  me  court  to  postpone  hearing  five  othe
r  charges.  - 

Mr  Amdar  pJeatfrd  not.  guilty  to  the  single  jph«0.-  .- 

be  sodon^sed  thetarnily  driver.  Aazan  Abu  Baler,  m 
  May  . 

1992—  anfc  crfficeted  a   “malicious  prosecution  .   -   •. 

The  date  of  the  sieged  offence  wasattered  y
estoday-to .. 

1992  bom  199».  "Why  did" they  change  this?”  Mr  Anwa
r’s  . 

Wife.  Wan  Azfe&h  Wan  torrid,  laid.  -*Th » isrea
Sy  a   ques-  \; ijbjrj  to  be  asked."  F   '   >" 

Or  Wan  Aziiafe  had  formed  a   political  paly  to  oppose  Or- ; 

Mahathir,  and  Malaysia  has  protested  to  the  Philippines 

about  a   Rotary  club  invitation  for  her  to  visit  Manila  But  .   • 

yesterday  President  Joseph  Estrada  said:  “We  have  to  - , 
prove  to  them  that  we  are  a   free  country.  Everybody  Is  % 
welcome  here."  Shelia  McNulty,  Kuala  Lumpur 

CHINESE  CRITICISM 

Japanese  defence  bill  passed 
Japanese  lawmakers  yesterday  passed  defence  legislation 

that  wH  significantly  enhance  Japanese  co-operation towards  US  forces  in  maintaining  regional  security. 

The  Lower  House  of  the  Dfet  passed  the  Defence  Guide- 

line bids  aimed  at  allowing  Japan's  Self-Defence  Forces  to 
provide  rear-area  logistical  support  for  US  forces  as  well 
as  fuel  and  necessary  goods.  The  bills  for  the  first  time 
extend  the  forces’  activities  beyond  Japanese  territory. 

The  passage  of  the  biUs,  Just  two  days  before  Keizo 
Obuchi,  the  prime  minister,  starts  a   visit  to  the  US,  has 

been  a   priority  for  the  US  and  Japanese  governments, 
which  believe  that  greater  Japanese  participation  in  its 
own  defence  and  in  Asian-Padflc  security  Is  crucial  to 
maintaining  the  US  commitment  in  foe  region. 

The  Chinese  foreign  minister.  Sun  Yuxi,  yesterday  critic- 

ised the  defence  bills  as  ‘against  foe  trend  of  foe  times” 
and  expressed  concern  that  foe  bite  could  ‘adversely 
affect  regional  security".  But  Taiwan,  in  a   statement  that 
could  inflame  difficulties  with  Belong,  said  the  move  would 
benefit  stability  in  foe  region.  MIchtyo  Nakamoto,  Tokyo 
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NEW  ZEALAND 

Shipley  loses  minister 
Jenny  Shipley,  New  Zealand  prime  minister,  was  yesterday 
forced  to  sacrifice  Murray  McCully.  a   key  minister  and 

supporter,  in  foe  face  of  a   growing  concern  about  the  gov- 
ernment’s handling  of  Tourism  Board  spending.  Earfier  this 

year  Mrs  Shipley  managed  to  survive  a   dispute  over  an 

advertising  contract  by  the  Tourism  Board  with  Saatchi 
and  Saatchi  that  was  linked  by  critics  to  her  friendship 
with  Kevin  Roberts,  New  York  head  of  the  agency. 

This  prompted  an  inquiry  into  spending  by  the  borad 

and  into  the  strained  relationship  between  it  and  Hs  minis- 
ter, Mr  McCully.  The  auditor  gsneraTs  report  was  highly 

critical  of  Mr  McCully.  Initially  he  was  supported  by  Mrs 

Shipley,  but  yesterday  Mr  McCully  unexpectedly 
announced  his  resignation.  Terry  Had,  Wellington 
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Posco  to 
raise 
steel 

prices By  John  Burton  in  Sand 

Tempo  slowing  in 
world  music  market 

South  Korea’s  Pahang  Iron 
and  Steel  i Posco),  the 

world's  second  largest  steel- 
maker. said  yesterday  it 

planned  to  raise  its  export 

prices  for  the  Aslan  market 
for  the  Brat  time  since  late 

1997,  in  a   bellwether  sign  of 
regional  economic  recovery. 
The  announcement 

reversed  a   bleak  forecast  by 
Posco  in  early  April  about 

export  prospects,  which  it 
then  predicted  would  slow 
because  of  weaker  global 

demand  and  protectionism. 
But  global  steel  prices 

have  recently  strengthened. 
Domestic  steel  demand  for 

VS  producers  has  increased 
because  anti-dumping  duties 
hare  curbed  Imports  rad 

European  steelmakers  are 
also  enjoying  increased  sales 
due  to  Inventory  restocking. 

Analysts  warn  the  pro- 
posed price  increases  by 

Posco  and  other  Asian  steel- 
makers. including  Nippon 

Steel,  may  not  be  sustain- 
able because  they  partly 

reflect  temporary  increases 
In  regional  demand  such  as 

inventory  restocking.  "The 
recovery  is  likely  to  be  frag 

lie."  said  one  analyst, 
posco  plans  to  raise  the 

price  for  Steel  products  to 
south-east  Asia  and  China 

by  S5-*I0  per  tonne  from 
June.  Prices  for  high-quality 

stee]  to  Europe  and  tbe  Mid- 
dle Bast  would  also  be 

increased  by  up  to  per 

tonne. 
Steel  demand  in  south-east 

Asia  was  growing  because  of 

Inventory  restocking,  while 

i   recovery  of  Chinese  home 

ilectronics  and  construction 

sectors  would  result  in 

ncreased  steel  sales.  Posco 
aid. 

Export  prices  to  Japan 

nndd  remain  at  current  lev- 
>ls  because  consumer 

leflMwtri  add  investment  had 
-et  to  reower. 

Posco  is  also  considering 

aising  export  prices  to  the 

IS,  where  it  has  recently 

sen  subject  to  anti-damping 
ntt* a   an  some  steel  prod- 

By  Alice  Rawsthom  in  London 

Tbe  global  music  market 
was  static  at  $38.7bn  last 

year,  according  to  Industry 
figures.  A   resurgence  in 
North  American  record  sales 
was  counter-balanced  by  a 

downturn  In  the  trace-buoy- 

ant Asian  and  Latin  Ameri- 
can markets. 

Figures  published  yester- 

day by  the  International  Fed- 
eration of  the  Phonographic 

Industry  (IFPI),  the  London- 
based  body  which  represents 

the  world’s  record  compa- 
nies. show  that  worldwide 

retail  sales  of  music  in  1998 
were  virtually  unchanged 

from  1997*s  $38.6bn,  well 
below  1990's  high  of 
S39.Sbn. 

The  sluggish  state  of  tbe 

market,  following  a   period  of 

robust  growth  from  the  mid- 
1980s  to  mid-1990s,  is  already 

triggering  significant 
changes  in  the  structure  of 
the  international  music industry. 

PolyGram.  once  the 
world’s  largest  music  group, 
was  taken  over  last  year  for 

Illton  by  Seagram,  tbe  Cana- 
dian entertainment  concern 

and  merged  into  the  Latter's Universal  Music  subsidiary. 

EML  the  last  remaining  spe- 
cialist multinational  music 

company,  has  been  dogged 

by  long-running  bid 
rumours. 

Universal,  BM2  and  other 
multinational  music  groups 

-   Sony  at  Japan,  North 
America's  Warner  Music  and 
Bertelsmann  of  Germany  - 

have  been  cutting  costs  and 

reorganising  operational 
areas,  notably  distribution, 

to  adjust  to  the  market  slow- down. 
The  softness  of  the  retail 

sector  also  comes  as  the 

music  industry  is  poised  for 

dramatic  changes  in  its  tra- ditional distribution  patterns 

because  of  the  internet’s 
potential  to  deliver  elec- tronic recordings  directly  to 

consumers’  computers. 
Electronic  delivery  poses  a 

threat  to  the  industry  by  sig- 

nificantly increasing  the  risk 

of  piracy,  but  also  creates  an 
opportunity  to  develop  prof- 

itable new  vehicles  for  direct 

distribution. 
The  best  news  for  the 

Industry  last  year  was  the 
rebound  in  the  US.  still  tbe 

world’s  biggest  single  music 
market.  Retail  sales  there 

rose  by  n   per  cent  to  $l&2bn 

in  1998  against  1997’s $lL9bn.  By  contrast,  Cana- 
dian sales  slipped  to  S96Bm 

from  S997m  in  1997. 
Europe  stalled  at  $L2£bn 

in  1998  compared  with  1997’s $l2.ffbn.  Strong  growth  in 

Spain.  Sweden  and  the  UK 
was  offset  by  sales 
declines  in  France  and 
Germany. 

Nearly  Slbn  was  wiped  off 
the  value  of  the  Aslan  music 
market,  where  sales  foil  to 

$8bn  in  1998  from  SSAbn  in 

1997.  The  South  Korean,  Tai- 
wanese, Hong  Kong  and 

Malaysian  markets  were  par- 
ticularly badly  affected. 

Latin  America  also  hired 

badly,  with  regional  sales 
sliding  to  $L6hn  in  1998  from 
$2.4bn  in  1897,  triggered  by  a 

decline  in  Brazil  from  $l_2bn 

to$l.Q5bm 

US  green  groups  offer 
safeguards  on  trade 
By  fancy  Duma  to  Washington 

US  environmental  groups 

have  published  a   white 

paper  putting  forward  pro- 
posals which  would  give 

President  Bill  Clinton  negoti- 
ating authority  on  trade 

while  ensuring  that  environ- 
mental and  health  laws  are 

not  undermined  by  hs  goals. 
The  paper,  released  by  the 

Sierra  Club  and  the  National 
Wildlife  Federation,  claims 

to  be  a   response  to  Mr  Clin- 
ton's call  In  his  State  of  tbe 

Union  speech  for  “a  common 
ground  on  which  business 
and  workers  and  environ- 

mentalists and  formers  and. 

government  can  stand 

together". 

*Tn  the  past,  trade  officiate 
representing  the  views  of  big 

business  have  swept  envi- 
ronmental concerns  under 

the  rug.”  said  Carl  Pope, 

Sierra  Club's  executive 
director.  "Our  approach 
would.ensnre  that  the  public 

interest  in  strong  environ- 
mental laws  is  well  repre- 
sented at  the  negotiating 

table.". 
Many  of  the  proposals  will 

be'  unacceptable  to  the 

t 
Republican  leadership  which 
controls  Congress.  But  with 

no  end  in  sight  to  the  five- 
year  stalemate  over  trade 
policy,  it  has  become  clear 

that  the  pro-trade  bloc  in 
Congress  must  win  support 
from  environmental  groups 

or  other  opponents  if  any 

president  is  to  negotiate  new 
trade  deals.  Negotiating 
authority  is  necessary  tor 

the  US  to  complete  tbe  new 
round  of  multilateral  trade 

talks  expected  to  be 
launched  in  Seattle  in 

December. Tbe  white  paper  proposes 

a   Special  Standing  Commit- 
tee on  international  Trade, 

consisting  of  leaders,  com- 
mittee chairmen  and  senior 

minority  members  from  both 
houses  and  both  parties. 
This  is  to  ensure  the  full 

range  of  interest*  affected  by 
trade  -   from  science  to  envi- 

ronment to  labour  -   is. rep- 
resented on  a   pobeymafang 

committee. 

The  proposal  will;  be 
strongly  opposed  by  tbe 

House  ways  and  means  com- mittee and  the  Senate 

finance  committee,  which 

have  full  jurisdiction  over 

trade  matters.  The  paper 
calls  for  the  adoption  of  the 

“precautionary  principle"  in 

cases  of  scientific  uncer- 
tainty about  health  and 

safety  rules,  so  that  coun- 
tries may  adopt  preventative 

environmental  and  health 
standards  that  could  other- 

wise interfere  with  trade.  It 
would  allow  countries  to  reg- 

ulate imports  based  on  how 

a   product  is  produced,  pro- vided that  standards  are  set 

in  a   transparent  and  con-dis- 
criminatory basis.  It  would 

ehminate  subsidies  that  dis- 
tort trade  rad  harm  the 

environment  -   fishing  subsi- 

dies, for  example  -   while 
preserving  those  that  pro- 

mote non-market  social  val- 
ues, such  as  environmental 

protection. 
Some  of  these  proposals 

would  find  more  support 

overseas.  Adoption  or  the 
precautionary  principle 
couH  make  the  EU  beef  hor- 

mone ban  acceptable  under 

trade  rules.  Allowing  coun- 

tries to  set  their  own  "pro- 
cess standards"  could  make 

acceptable  the  US  ban  on 

shrimp  imports  caught  in 
nets  which  also  trap  turtles. 

Azerbaijan  oil 
contracts  signed 

By 

Whaton  in  Moscow 

Three  US  oil  companies 

yesterday  signed  contracts worth  an  estimated  JiObn  to 

develop  Caspian  Sea  oil  with 

Azerbaijan,  breathing  new 
life  into  a   region  affected  by 

-recent  exploration  disap- 

pointments. -   . Exxon,  Mobil  and  .Texas- 

bated  Moncrier  Oil  Interna- 
tional signed  the  deals  with 

Azerbaijani  President  Hoy- 
den Aliyev  in  Washington. 

Mr  Aliyev,  who  is  on  a 

visit  to  the  US,  said  the  con- 

tracts could  boost  invest- 
ment in  Azerbaijan  following 

the  recent  departure  af  two 
international  oil  consortia. 

Exxon  and  Mobil  are  com- 
mitted to  separate  offshore 

production  projects.  Each 
company  will  own  30  per 
cent  of  its  project,  with  the . 

state  oil  company  of  Azerbai- 
jan, SOCAR,  owning  SO  per 

cent  The  remaining  20  per 

cent  of  each  prefect  is  open 
to  bidders.  Mbdcrief  Oil  will 
work  with  SOCAR  to 

develop  an  onshore  Add. All  three  ,   contracts  were 

signed  as  production-sharing 

agreements, .   which  guaran- 

tee the  foreign  companies 

secure  and  favourable 

investment  terms.  Produc- 
tion and  investment  will 

'   depend  on  successful  explo- 
ration of  the  regions. 

Azerbaijan  has  been  tbe 
biggest  recipient  of  foreign 
investment  of  the  five 

nations  bordering  the  Cas- 
pian Sea.  With  the  three  new 

Hfcate  it  has  signed  contracts worth  up  to  Ssobn. 

Hopes  are  high  that  the 
Caspian  will  prove  another 
North  Sea,  but  much  of  the 

region's  reserves  remain 

unproved.  In  Azerbaijan's section  of  the  sea,  tbe  only 

consortium  successfully 

produdng  oil  is  the  Azerbai- jan International  Operating 

Company,  led  by  BP-Amoco. With  the  departure  of  two 

unsuccessful  consortia,  all 

eyes  are  now  on  the  Shah 

Deriiz  project,  also  led  by  BP- 
AmocO,  which  win  conclude 

the  drilling,  of  a   crucial  test 
weU  in  the  coming  weeks. 

Mobil’s  .   block,  -   in  the 

southern  part  of  Azerbai- 
jan's Caspian  sector,  covers 

sis  square  miles  (840  eq  km). 
Exxon’s  covers  250  sq  miles 

and  Mancrlaf  s   410  sq  miles. 
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FOREIGN  DIRECT  INVESTMENT  _____   

Capital  flows  to  Asia  defy 

regional  turmoil % 

Inflows  of  foreign  direct  investment  into  developing  /» 

countries  in  Asia  held  up  well  last  year  despite  the  region's-; 
economic  turmoil,  according  to  the  United  Nations  Confer-; « 
ence  on  Trade  rad  Development.  FDI  Inflows  declined  by 

7   per  cent,  the  first  drop  since  the  mid-1980s,  but  this  was- ; 
almost  entirely  the  result  of  disinvestment  in  Indonesia  and;  - 

a   sharp  fan  in  flows  to  Taiwan,  U acted  said  yesterday.  - 

Though  FDi  this  year  was  likely  to  fall  further.  It  would  ■   ' remain  above  the  average  for  the  1990s  and  longer-term  ;   - 

prospects  were  good.  East,  south  and  south-east  Asia 
received $78bn  in  FDi  inflows  In  1998,  down  from  $84bn 

in  1997  but  stiH  well  above  the  $44bn  average  for  1991-95.! « 
Bences  Williams,  Geneva 

BANANA  DISPUTE 

Panel  to  condemn  EU  regime 
The  Worid  Trade  Organisation,  at  Ecuador's  request,  has called  a   special  meeting  of  its  dispute  settlement  body  on 
May  S   to  adopt  a   WTO  panel  report  condemning  the  Euro- 

pean Union’s  banana  import  regime.  Roberto  Betancourt, Ecuador’s  ambassador  to  the  WTO ,   yesterday  called  on 
the  EU  to  spell  out  at  that  meeting  “the  specific,  substan- tive and  immediate  changes  that  will  be  made  to  the  EU 
regime"  to  comply  with  WTO  rules.  The  EU  last  week decided  not  to  appeal  against  the  findings  and  said  it 
would  comply  with  the  WTO’s  recommendations.  On  Mon- day EU  governments  asked  the  European  Commission  to 
draw  up  proposals  by  foe  end  of  May.  Frances  Williams 

EXPORT  CREDITS 

UK  pfans  reinsurance  review  :j 
Britan’s  Export  Credits  Guarantee  Department  is  to  review  - " the  future  of  its  reinsurance  business  in  the  fight  of  telling 
demand  for  Ha  services.  ECGD  has  continued  to  offer 
surance  services  to  private  UK-based  export  credit  insur-  V*  £ 
ere  since  its  own  short-term  export  credit  business  was  "Z privatised  through  a   sate  to  the  Dutch  NCM  group  in  199l.> 
The  arrangement  was  Intended  as  a   stop-gap  measure 

because  few  alternative  sources  of  reinsurance  were  avail-  •- 
able.  ECGD  said  private  capacity  had  since  increased  !   f write  demand  had  declined.  Guy  de  JonquiAres,  London  I 

AIRCRAFT  PARTS  ? 

1 1 

Volvo  in  deal  with  Boeing 
Volvo  Aero,  the  aerospace  subsidiary  of  foe  Swedish  auto- 

0roup'  ̂    h®00  granted  axefostee 

rights  by  Boeing  to  market  and  sell  surplus  sp are  rarte and  components  for  Jets  produced  by  the  US  aircraftrnan- 

ufacturer.  Boeing  said  the  five-year  agreement  would  man^ 
^.000  ̂ pemertt  and  part  mmbea^mair^ for -aircraft  no  longer  In  production.  The  sales  and  markeT 

Ing  operation  will  be  managed  by  Ages  Group.  Vohto^ Aero’s  aircraft  engines  and  components  business  m US.  Boeing  wHI  maintain  its  main  spar®  parts  ooerations 
for  existing  aircraft  in  production.  Tim  Burt.  StoSdSm 
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Arafat  faces 

tough  choice 
on  statehood 
By  Judy  Dempsey 

In  Gaza  City 

Yassir  Arafat,  president  
of 

the  Palestinian  Authority, 

yesterday  faced  one  of 
 his 

toughest  decisions  since
 

returning  to  Gaza  from  ex
ile 

five  years  ago"  whether 
 or 

not  to  declare  a   stale  next 

Tuesday  when  the  interim
 

self-rule  period  of  the  Oslo 

peace  accords  with  Israel
 expires.  , 

The  decision,  being 

debated  behind  dosed  doors 

in  Gaza  by  the  124-member 

Central  Council  of  the  Pales- 
tine Liberation  Organisation, 

coincides  with  immense 

pressure  from  the  US  to 

postpone  a   unilateral  decla- 
ration, and  threats  by  Benja- 
min Netanyahu.  Israeli 

prime  minister,  to  re-annex 
Palestinian-controlled  areas 
of  the  West  Bank. 

It  is  a   gamble  for  the  Pal- estinian leader,  who  has 

spent  all  bis  adult  life  light- 
ing fbr  a   state.  If.  say  his 

advisers  and  western  diplo- 

mats. be  declares  a   state  on 

May  4,  it  will  boost  Mr 

Netanyahu's  chances  of  re- election  on  May  17  and 

destroy  the  peace  process  - which  Israel  has  threatened 

to  do. “We  know  exactly  how 

Netanyahu  will  respond,” said  an  adviser  to  Mr  Arafat. 
“He  will  use  the  declaration 

not  only  to  boost  bis  election 
chances,  but  also  as  an 
excuse  not  to  give  us  more 
land. 
“We  will  not  fall  into  that 

trap.  1   hope  Palestinians 

understand  it" 
Mr  Arafat  is  hoping  that 

the  PLO  council,  packed 
with  his  loyal  supporters, 

will  accept  such  a   postpone- 
ment since  many  states,  par- 

ticularly European  Union 

countries,  in  the  UN  Secu- 
rity Council  have  openly 

declared  their  support  for 
Palestinian  statehood  as 
compensation  for  any  delay. 

Butt  such  international 

support  is  hard  to  sell  on  the 

Palestinians  demonstrating  yesterday  outside  Yassir  Arafafs  offices  urging  him  to  dedare  statehood 

dusty  streets  of  Gaza,  where 
there  Is  growing  disappoint- 

ment with  Mr  Arafat.  Many 
see  him  bowing  to  pressure 
from  Israel  and  the  US. 
“No  matter  what  Arafat 

does,  he  cannot  win."  said 
Sa'ad  Saleem.  a   driver.  "The 
Americans  and  the  Israelis 
always  find  an  excuse  to 
deny  us  our  statehood. 
We've  had  enough.  Let  us 
declare  a   state  now.  If  the 
Israelis  want  to  invade,  let 

them,  m   throw  stones  at 

them." 

The  White  House  earlier 
this  week  tried  to  offer  Mr 

Arafat  some  leeway  for  post- 

poning the  declaration.  It 
suggested  that,  once  the 
Israeli  elections  were  over, 

Washington  would  start 
final  status  negotiations 

with  the  goal  of  “reaching 
an  agreement  within  one 

year”.  It  added  that  the 
interim  agreement,  signed 

between  Israel  and  the  FLO, 

was  not  “open-ended”. However,  the  White  House 

failed  to  support  a   Palestin- ian state.  Furthermore,  it 
made  no  direct  reference  to 
Israel's  continuing  policy  of 

expanding  Jewish  settle- ments in  the  West  Bank, 

demolition  of  Palestinian 
homes  and  confiscation  of 
Palestinian  residency  per- 

mits in  east  Jerusalem. 
“That's  the  problem  for 

Arafet,”  said  another  Pales- tinian official  attending  thejf 

meeting,  expected  to  last 
several  days.  “We  go  from 
one  new  deadline  to  the 

next  We  have  no  firm  com- mitments from  the  US  that  it 
will  recognise  oar  state. 
Each  new  deadline  gives 

Netanyahu  more  time  to 
build  new  settlements  on 
our  land  while  Israel  refuses 
to  implement  any  peace 

accord  it  signs.” 

Egyptian  militants  drop 
‘faded’  armed  campaign 
By  Mark  Huband  in  Cairo 

Egypt's  largest  Islamist 
guerrilla  organisation  aims 

to  intensify  political  pres- 
sure on  the  government 

after  abandoning  an  eight- 
year  military  campaign  that 
its  leaders  admit  has  been  a 
failure. 

“There's  a   feeling  that  the 
government  has  won.  We 
want  to  create  a   peaceful  cli- 

mate so  that  we  can  take  our 
time  and  think  about  what 

should  happen  next,”  said 
Muntassir  al-Zayat,  a   lawyer 
who  acts  on  behalf  of  the 

Gama 'a  al-Islamiyya  militant 
group. 
Mr  al-Zayat  had  been 

liaising  between  exiled  and 

jailed  leaders  of  the  organi- 
sation in  the  talks,  which  led 

to  a   ceasefire  after  a   cam- 
paign in  which  1,300  people, 

mainly  policemen,  were 
killed  and  serious  damage 

caused  to  tourism,  the  coun- 

try's highest  foreign 
exchange  earner. 

“Fighting  is  not  an  aim  in 
itself.  It's  a   means.  If  that 
means  proves  to  be  a   failure 
we  should  find  another  way. 
Within  two  years  we  will 

begin  to  see  some  fruit,”  Mr al-Zayat  said. 
"What  is  dear  now  is  that 

the  Gama'a  has  grown  up, 
based  on  the  experience  of 
the  past  10  years.  We  will 
still  oppose  the  government, 

strongly  oppose  the  govern- 
ment But  it  will  be  peace- 

ful." 

He  insisLs  the  organisa- 
tion's agenda  remains  the 

same.  Only  the  means  of 
achieving  it  has  changed. 
The  fracturing  oF  the 

Gama'a  al-Islamiyya 
between  leaders  exiled 

abroad  and  those  jailed  in 

Egypt  led  t^a  breakdown  in 
strategic  planning  that  had, 

until  recently,  ~   seen  the exiled  leaders  insist  on  a 
continuation  \of  the  armed 
campaign  white  those  in  jail 
had  called  foi  a   ceasefire. 
This  confusion  may  have 
been  behind  thd 
foreign  tourists! 
November  1997, 
three  months 
nal  ceasefire 

jailed  leaders. 
It  cannot  be 

all  armed  activts 
ated  with  the  Gs 

[killing  of  58 Luxor  In 

rhich  came 

an  origi- 11  by  the 

ed  that 

associ- 
,'a  aMsIa- 

The  Gama’a 
that  its  probh 

is  with  the 

Egyptian 
government.  It 
not  wise  to  win 

extra  enemies’ 

miyya,  which  was  bora 
of  social  and  economic 
tration  in  upper  Egypt, 

immediately  heed  the 
But  with  a   broad  swathe 

the  leadership  -   includinj 
Sheikh  Omar  Abdel  Rah-! 
man,  its  spiritual  leader, 
now  serving  a   life  jail  term 
in  the  US  -   having  agreed  to 

abandon  the  strategy  of  vio- 
lence, the  issue  facing  the 

Islamists  and  government  is 

bow  best  to  advance  a   politi- 
cal solution. 

The  Egyptian  government 
is  so  sensitive  about  the 
issue  that  it  has  not 

responded  to  the  ceasefire. 

Nor  has  it  officially 
announced  that  it  has 

released  1,000  Islamist  pris- 
oners in  the  past  three 

days. 
So  determined  is  the  gov- 

ernment to  retain  the  credi- 
bility of  its  security-centred, 

rather  than  political, 

approach  to  the  Islamist 
issue,  it  will  continue  to 

maintain  that  political  dia- 
logue is  unthinkable. 

However,  the  timing  of  the 
prisoner  release  is  not 
regarded  as  coincidental. 
The  sentences  of  many  of 
those  released  had  long  been 

served,  and  the  prisoners' continued  incarceration  had 

fuelled  the  Islamists'  sense 
of  injustice. 

The  Gama’a  al-Islamiyya 's shift  in  strategy  is  also  being 

regarded  by  some  analysts 
as  reflecting  a   significant 
change  in  the  political  role 
of  militant  organisations 
across  the  Islamic  world. 

Increasingly  the  objectives 
of  these  groups  are  being 
defined  by  their  response  to 
the  call  in  1998  by  the 

Afghanistan-based  Saudi 
Arabian  dissident  Osama  bin 

Laden  for  a   global  assault  on 
US  interests.  While  Jihad 

and  its  Afghanistan-based 
leader  Ayman  Zawahri  have 
allied  themselves  with  Mr 

bin  Laden,  Gama'a  al-Isla- 
miyya  rejected  such  a   move. 

While  three  Gama'a  leaders 
are  known  to  be  in  Afghan- 

i,  they  are  not  with  Mr Laden. 

'They  saw  no  urgency  in 
rolarrag  the  war  against 

lea.  The  Gama'a  says 
its  problem  is  with  the 

government  It  is 
wise  to  win  extra  ene- 

said  Mr  al-Zayat. 

WHO  wants  tobacco 

regulated  as  other  drugs 
By  Frances  Wffiams  in  Geneva 

Gro  Harlem  B run dt land, 

director-general  of  the  World 

Health  Organisation,  yester- 
day opened  a   new  front  in 

the  WHO's  campaign  against 
smoking  by  calling  for 

tobacco  products  to  be  regu- lated like  other  drugs. 

Addressing  drug  regula- 
tors at  an  international  con- 

ference in  Berlin,  Dr  Brund- 
tland  said  cigarettes  were 
“inherently  dangerous  prtxL 
nets”  designed  by  tobactAT 

companies  to  create  -   and maintain  nicotine  addiction. 

"A  cigarette  is  a   euphe- 
mism for  a   cleverly  crafted 

product  that  delivers  just 
the  right  amount  of  jtieptipe 

to  keep  its  user  addicted  for 
life  before  killing  the  per- 

son," she  said.  Far  from 

being  simply  tobacco  leaves 
rolled  up  in  a   paper  tube, 

cigarettes  were  "one  of  the 

most  highly,  engineered'  con- 
sumer products  available”. 

Dr  Brundtland's  rail  for 

regulation  is  part  of  d   re-ih- 

vigorated  drive  by  the  WHO 

to  put  the  war  on  tobacco  at 
the  top  of  the  global  health 

agenda. 
Deaths  from  smoking,  now 

4m  a   year,  are  predicted  to 
rise  to  10m  a   year  by  2025, 

when  tobacco  will  be  the  sin- 

gle largest  cause  of  death 
and  disability  worldwide. 

More  than  70  per  cent  of 

smoking-related  deaths  are 
in  developing  countries,  a 

proportion  that  is  set  to  rise. 

Next,  monk's  .   -   World 

is  expected  _   &■  approve/-  the start  of  hegottatfdhs  On  a 
framework  convention  an 
tobacco  control.  This  will  be 

the  .   world's  first-  public 

issues  ranging  from  taxation 
to  advertising  bans  and 
smuggling. 

Describing  the  tobacco 
'   industry’s  -cimtfuct  as 
“shameful",  Dr  Brundtland 

yesterday  urged  go^pra-  - 
ments'to  push  for  the  inclu- 

sion of  effective  tobacco  con- 

lent  '   ffitT ̂ ®gfill,®ntr6lfe  in 

the  protocols  to  the  conven- 
tion. 
WHO  tobacco  experts  say 

it  makes  no  sense  for  nico- 
tine-replacement therapies 

produced  by  pharmaceutical 
companies  as  an  aid  for 
smokers  wanting  to  quit  to 

be  tightly  regulated  while 
cigarettes  are  freely  sold. 
Even  the  food  products  sold 

by  diversified  tobacco  com- panies are  subject  to  stricter 
regulations  than  their 
tobacco  products,  the  WHO 

points  oat Derek  Yach.  head  of  the 
WHO's  tobacco-free  initia- 

tive, hopes  new  evidence 

uncovered  by  recent  US  law- 
suits against  the  tobacco 

industry  will  influence  gov- 
ernments and  regulators  to 

take  a   tougher  stand. 
The  WHO  plans  to  present 

that  evidence  to  regulators 
later  this  year,  claiming 

proof  that  the  tobacco  indus- 

try .denied  scientific  .evi- dence on  nicotine  addiction 
while  using  that  knowledge 

to  hook  young  smokers. 

NEWS  DIGEST 

IRANIAN  POLITICS 

Reformers  ousted  from 

Tejiran  city  council Five  leading  reformers  elected  in  Febmary.to  seats  op  ̂ 

Tehrante  new  city  council  have,  been  tfisquafrfted  by  a   con- 

servatfeniominateci  body,  tha'offidaT  ima  hews  agency said  ya&erday. 

Thw  rejection  Is  ffltely  to  provoke  a   new  round  of  ten-; 
-sion  beiWeen  the  supervision  body  and  President  Moham- 

mad Khatami’s  interior  ministry,  which  has  already 

endorsed  the  results  of  the  vote  for  Tehran,  where  reform- 

ers won"  in  but  twO  of  15  seats.  .   '   • '   7 Bected  jcdhncfl  Members  across  fran  are  set  to  hold 

their  first 

Abdallah" 

rejected.  The 
Atrianfor, 

Asgharzadeh activists. 
Ima  said  the that  they  had 

replaced  by  two 

independent- 

The 

members  of 

candidates  In 
forced  to  relent 
dent 

The  elections 

by  Mr  Khatami  to conservative 

ALGERIA 

itomorrow..  V   j   ... 

a   close  Khatami  aHy,  is  among  those 

3   are  Saeed  Bavarian  and  Mohammad 

newspaper  directors,  and  Ebrahim 

Ahmad  Hakimipou,  pro- Khatami  political 

had  been  disqualified  on  the  grounds 

been  approved  to  run.  They  were 
two  conservatives  and  one 

ninnere-up  behind  the  disqualified  five, 

body,  dominated  by  three  hardline 
tried  to  bar  several  pro-Khatami 

of  the  Tehran  election,  but  was 
last-minute  intervention  by  the  presi- 

Iran's  first  local  polls  and  a   big  step 
a   democratic  power  base  against 

Reuters,  Tehran 
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New  president  boycotted Abdelariz  Bouteffika,  Alj 

one-mai  poll,  yesterday! 
forces  with  him  to  help 
ing-in  ceremony 

charges  that  the  April  15 
ffika  said  his  priority 

the  country  since  1992 

i’s  new  president  elected  in  a 
lied  on  his  countrymen  to  join 

Algeria  to  peace,  in  a   swear- 
by  the  opposition  because  of  . 

flection  was  rigged,  Mr  Boute- ,   be  to  end  the  violence  gripping 
to  promote  multi-party  demoo-  0 

racy. 

A   day  earlier,  however,  ttfe  opposition  had  been  denied 

permission  to  hold  demonsVations  against  Mr  Boutefltka's election.  Six  political  figureawho  had  run  against  him  and 
pulled  out  of  the  race  on  tfieeve  of  the  election  charging 

V   L 

massive  fraud,  issued  a : 

backed  regime  of  dosing  ail 1 enforce  the  ban  on  street 

deployed  10,000  riot  police and  dosed  off  access  to  the 

Mr  Bouteffika  took  over  - army  general  who  was  appoir and  elected  president  a   year 

KAZAKHSTAN 

accusing  the  army- i   to  democracy.  To 

>,  the  government 

1   Algiers  on  Monday 

iLiamine  Zeroual,  the  former 

by  the  military  in  1994 ir.  Roula  Khalaf,  London 
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jgffi®  keeps  i 
Economy  shrinks  4   per  cent 
Kazakhstan's  economy  shrank  byrnore  than  4   per  cent 
year-on-year  in  the  first  quarter  of U 999  while  industrial 
output  slumped  4.1  per  cent,  the  q rector  of  the  National 
Statistics  Agency  said  yesterday. 

The  vast,  resource-rich  Central 
people  has  been  hit  hard  by  the  fall 
exports  of  oil  and  metals,  as  well 

neighbouring  Russia  and  the  lack 
markets. 

In  a   radical  change  of  policy 

trial  growth  through  increased  com 
bourmg  countries,  the  government 

state  of  16m 

prices  fbr  its 
the  financial  crisis  in 

in  emerging 

at  promoting  indus- 
itiveness  with  rieigh- 

devalued  the 
tenge  currency  this  month.  Reuters, . 

IMF/WORLD  BANK  MEETINGS  US  TREASURY  SECRETARY  ARGUES  IT  IS  TIME  TO  REALIGN  CONSTITUENCIES 
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By  Robert  Chats,  Economics 
Editor,  In  Washington 

PUBLIC  NOTICE 

NOTICE  PUBLISHED  BY  THE  SECRETARY  OF  STAT 

SUBSECTIONS  8(5)  AND  1 0(6)  OF  THE  TELECOMI 
ACT  1984 

The  Sccxctaiy  of  State  hereby  gives  notice  as  folkm. 

UNDER 

INICATIONS 

He  proposes  lo  gran  a   Hocacc  cotta  the  Telcctiirunaniartnns  Aa  1984  (the  Arf) 

UniM  (The  Licensee")  to  ran  rimuBimniintiHi  systems  throughout  the  United 

bo  far  a   period  erf  twenty-fire  yean,  subject  to  earlier  rcvtrattion  in  specified 

The  principel  efllea  of  the  lhxnoe  will  be  to  enable  On  Licensee  to  inindl  end  rani 

m   the  UmwJ  Kingdom.  The  Licensee  will  be  able  to  provide  a   ?rido  range  of  sexvi 

systems,  inrtafing  earth  ortxtiqg  apparana.  ftflorog  the  pnraisioo  of  some  types  of 

teeming  a   share  of  23%  or  mote  of  tbe  rates  in  inspect  of  poticnlar  services  m   an 

cekixmmumii  atious  services  to  ill  who  rowuimbly  request  Chew  within  that  are*. 

The  licence  will  be  subject  to  conditions  such  that  section  8   of  tbe  Act  wfll  apply  to 

system  nm  under  the  licence  digMc  far  designation  mi  pnMicBdeoonimnnigttkni  _ 

the  Ad.  It  is  tbe  hm-mfcin  of  the  Seaemy  of  Sate  to  Agugnm-  the  Licensee's  system  as  a 

Digital  Networks .   The  licence  win 

3   system excluding  mobile 

range  of  other service.  On 

I   by  tbe 

f   milting  tfae 

r   section  9   of 

Robert  Rubin,  US  Treasury 

secretary,  yesterday  said  it 

was  time  to  consider  realign- 
ing the  constituencies  within 

which  countries  were 

grouped  at  the  International 
Monetary  Fund,  a   move  that 
would  see  Europe  lose  influ- 

ence in  the  global  economic watchdog. 

Speaking  at  the  IMF’s "interim  committee”  of 
finance  ministers  and  cen- 

tral bankers,  he  also 
sounded  a   note  of  caution  on 
the  world  economy,  warning; 
“The  balance  of  risks 

remains  on  the  downside."  It was  important  that  Europe 
redouble  its  efforts  to 

increase  domestic  demand. 
Mr  Rubin  said  his  proposal 

to  reshuffle  the  political  rep- 

resentatives on  the  IMF’s 
governing  bodies  "takes  into account  the  changing 

dynamics  of  the  world  econ- 
omy and  provides  an  appro- 

priate voice,  in  particular, 

for  emerging  market  econo- 

mies". 

The  IMF’s  183  member 
countries  are  grouped  into  24 

constituencies,  each  provid- 
ing an  executive  director  on 

the  IMF  board  and  a   member 

of  the  interim  committee.  At 

present  European  countries 
have  eight  of  the  24  seats,  for 
in  excess  of  their  importance 
in  the  world  economy. 

Mr  Rubin's  suggestion  was 
swiftly  opposed  by  Hans 

Eichel,  Germany's  finance 
minister.  He  said  that  emerg- 

ing market  countries  could 

be  given  a   greater  role “without  altering  the  pres- 

ent structure  of  the  constitu- 
encies'*. But  French  officials 

said  that  some  rejigging 

could  be  considered. 

Mr  Rubin’s  move  reflects 
long-standing  US  frustration 

at  Europe's  over-representa- tion in  the  international 

financial  institutions.  Group- 

ing the  European  countries 
in  a   smaller  number  of  con- 

stituencies would  not  affect 
their  voting  power  but,  as 
most  Fund  decisions  are 
reached  by  consensus,  many 

officials  regard  the  number 
of  chairs  as  more  important. 
Meanwhile,  Mr  Rubin 

rejected  France’s  proposal  to 
convert  the  interim  commit- 

tee into  the  formal  decision- 
making “council”  envisaged 

in  the  IMF's  articles  of 

agreement  "Instead  I   think we  should  take  steps  to 
make  our  discussions  more 

open  and  frank  -   aimed  at 
building  consensus  rather 

than  making  speeches." 
Kiichi  Miyazawa.  Japan’s finance  minister,  said  he 

would  be  prepared  to  sup- 
port the  creation  of  the 

council,  which  "may  be  the 

optimal  soution”.  But  there 
would  havi  to  be  more  bal- 

anced refresentatlon  of 

emerging  n&rket  economies. 
Officials  minted  out  that 

the  realignnfent  of  IMF  con- stituencies ted  been  ruled 

out  when  the  new  “quotas”, or  shareholdings,  in  the 
Fund  were  aaeed  in  1997. 

The  comm  ij  tee  also  dis- cussed how  better  to  involve 
the  financial  actor  in  crisis 
resolution.  Mr  Rubin 

opposed  creaion  of  a "heavy-handed! vehicle”  to/j 

allow  the  Fund  p   effect  pay-' ment  standstills  in  crisis 
countries.  Dominique 
Strauss-Kahn,  |   French 

finance  minis teL  urged  a "supple  and  pragmatic 

approach". 

•   •» 

;   c   ■ 

Vf 

•   1 1 

'   t:. 

"t 

v-- 

4:  . 

*Kt: - 

INTERNATIONAL  FINANCE  GLOBALISATION  MEANS  INCREASING  DEMANDS  FOR  EFFICIENT  GOVERNANCE 

IMF  wrestles  with  reform  challenge 
be  Secretary  of  Sate  proposes  to  gram  die  licence  m   response  id  an  application  from  die  U4m<  fbrsoch  a 

licence  tecanse  he  considers  that  it  wlH  help  W   sanity  demands  in  (he  United  Kingdom  far  n   provisian  of 

law  km  of  the  type  Mhoriwl.  will  [Wnime  tbe  mBrp  rf  cwiwiiro  in  respect  of  te  qnaft  and  wtity  of 

such  services,  and  win  mairaam  and  promote  effective  competition  between  those  engaged  i%  provision  of 

ff*cepdoo» 

appttntkM 

5,  He  proposes  to  apply  ifae  tefecBaminiiifJttkwi  code  (“die  Code")  to  die  Liccogoc  snbject  m 
and  conditions  dmgghM  die  United  mflliiMi 

of  the  Code  is  that  the  Uttttsee  win  have  fo'  a: 

(a)  to  comply  with  various  safety  and  wmVninnHiBii  mnXtinntl  in  paiticalv  (with  cuiun 

install  Isies  mxkrgnxnxi  or  only  on  such  &bove-gRxmd  apparatus  as  is  ilready  imfiHed  for  i 

(b)  lo  comply  widi  caotfcdooi  designed  io  cnsair  cffiricncy  and  ccowwny  on  tbe  pan  of  the 

ahentioa  of  its  apparatus; 

(c)  tocontuh  cenjiq  public  bodies  before  exerdsiag  particular  powos  under  the  Code,  including  i   local 

planning  and  highway  arahoiitiet  and  English  Name,  Scottish  Natural  Heritage,  the  Cocmy^Conacfl 
for  Wales,  ihe  National  Trua  and  the  National  Traa  for  SftMtaraf.  as  well  m   relevant 

(d)  to  keep  and  make  available  records  of  tbe  location  of  cuxlcrgnxmd  apparatus  and  copies  of  tbe 

and  conditions  in  0k  licence  n   its  pomea  under  tbe  Code;  and 

(e)  to  crsk  flat  s&ffkkm  frank  are  available  to  meet  certain  labilities  arising;  from  tbe  execution 
works. 

6.  The  moo  wtgnbeSeaemy  of  State  popotes  to  apply  the  Code  to  the  Licenaee  is  that  the  Licentee 

the  aauoiy  powers  in  be  Code  to  install  oral  maimam  itc  tdecoauraudadian  syteems  which  ait  to ' 

I   need 

i   the  exceptions  i 

mulled  and  rununder  the  proposed  heance. 

7.  The  reasons  wby  it  a   proposed  that  tbe  Cede  as  applied  toeuld  hive  effect  mbj«*  to  i 
corahtkm  referred  raabove  arc  dm  they  acconrideredrapikfac  or  experfient  foe  ifaepmpoac  of  a 
the  physical  environment  hi  protected,  tim  then  n   no  greater  damage  »   bod  than  necessary,  that  the ! 
era  installed  sa  afdy  and  cconomkally  aa  poenMc,  and  dm  the  Licensee  on  meet  (and  ictewm  ] 
enforce)  labtlitiet  arising  Aran  die  execution  of  weds. 

4.  Kepra^tatiom  raobjeaiom  may  be  instfc  prayed  of  the  propoeedBceDcn,  ihe  application  of 
the  Licence  and  the  proposed  cace|ition»a«*il«aimBticmieiBiBd  to  above.  They  should  be  aide  in' 
27M^1999andaddreaedmtheiindenignEdtedKiIfeputnne«orTVadeandtnduiny.Ooiiai«iniu   
Infomwooc  Maariw  Directorate. 7X0 Gray,  ISI  BackfegfymtPtieceRcad,  London,  SW1W  9SS.  Gopxsi 
the  proposed  licence  on  finely  be  obtained  by  writing  to  the  Department  or  tor  callmx  0I7I-21S 175A 

Aha  D   Ptwid 

Department  of  TTade  and  fndosry 

28  April 

By  Robert  Ctnto 
Tbe  ministers  and  officials 

arriving  for  the  Interna- 

tional Monetary  Fund’s 
"interim  committee”  meet- 

ing yesterday  looked  like 
reluctant  schoolchildren  pre- 

paring to  waste  a   sunny  day 

conjugating  Latin  verbs. 
With  hours  of  tedious  state- 

ments and  disconnected 
interventions  ahead.  It  is  not 

a   prospect  you  would  wish 
on  your  worst  enemy. 

Interminable  meetings  are 

part  of  the  job  description 

for  international  economic 
policymakers  and  their  fate 
is  never  going  to  excite  pub- 

lic sympathy.  But  the  after- math  of  the  recent  emerging 

market  financial  crises  hac 
persuaded  many  officials 

that  the  governance  of  the 
international  financial  sys- 

tem needs  a   shake-up.  This 
involves  two  sometimes  con- 

flicting objectives:  efficiency and  legitimacy. 

The  interim  committee 

scores  poorly  on  the  first 
and  better  on  the  second,  it 
was  formed  in  1974  to  advise 

“on  supervising  the  manage- ment and  adaptation  of  the 

international  monetary  sys- 
tem as  well  as  dealing  with 

disturbances  that  might 

threaten  the  system". 
The  committee’s  legiti- 

macy stems  from  the  fact 

that  its  24  members  -   mostly 
finance  ministers  and  cen- 

tral bank  governors  -   repre- 

sent all  the  Fund’s  183  mem- bers through  constituencies. 

The  Canadian  finance  minis- 
ter. for  example,  represents 

14  countries,  ranging  from 

Jamaica  to  Ireland.  This  mir- 
rors the  structure  of  the 

IMF’s  executive  board,  on 
which  representatives  from 
the  same  24  constituencies 
sit  in  almost  constant  ses- 

sion in  Washington  to  over- 

see the  IMF's  daily  work. 
But  no  one  would  describe 

the  committee  as  efficient. 
The  US  in  particular  believes 
that  its  agenda  is  dominated 
too  much  by  IMF  manage- 

ment and  that  the*  wrong countries  are  sitting  round 
the  table.  Of  the  24  chairs, 
eight  are  occupied  by  Euro- 
peans,  excluding  many 

emerging  market  countries. 
Ust  year  the  US  tried  to 

get  round  this  problem  by 
convening  a   meeting  of  22 

“systemically  significant 
nations"  of  its  own  choosing. But  it  was  not  long  before 
the  countries  excluded  were 
demanding  to  join,  begin- 

ning with  the  small «-  Euro- pean nations.  By  earlier  this 

year  the  group  had  bal- looned to  33  members  and, 
by  common  consent,  lost  its 
effectiveness.  Australia  in 

particular  was  appalled  that an  effective  forum  had  been 
wrecked. 

In  a   second  attempt  to 

improve  the  committee's  effi- ciency, Carlo  Ciampi,  its 
chairman  and  the  Italian 
finance  minister,  convened  a 

meeting  of  “deputies"  (or senior  officials)  to  meet 
shortly  before  the  committee 
proper.  Michel  Camdessus, the  IMF  managing1  director, 
feared  that  this  would  under- mine the  role  of  the  board, 
but  other  officials  argue  that 
it  has  been  effective.  In  par- 

ticular, it  did  valuable  work 
on  the  “precautionary  credit 
line”  proposal  agreed  by  the 
board  last  week. 

But  there  is  no  consensus 
yet  on  how  to  reform  the 
interim  committee  itself.  Mr 
Camdessus,  backed  by  his 

native  France,  favours  trans- 
forming it  into  the  formal 

decision-making  “council” 

envisaged  in  the  IMF's articles  of  agreement  This, however,  does  not  really 
address  the  efficiency  issue. 
Mr  Ciampi  has  put  for- 

ward another  proposal 

known  as  “double  hat”, under  which  the  interim 

committee  would  spend some  of  its  time  discussing 

purely  IMF  business  before 
putting  on  another  hat  to 
discuss  issues  of  wider  con- 

cern to  the  international financial  system  with  a 

broader  range  of  partici- 

pants. 

Involving  other  institn- 
tions  is  central  to  the  gover- 

nance debate.  Mr  Cam- 
dessus's only  concession  so 

far  hag  been  to  give  James 
Wolfensohn,  president  of  the 
World  Bank,  what  he 
describes  as  “a  kind  of  privi- leged status  among  the 
observers  of  the  interim 

committee”. 

But  there  are  more  radical 

proposals  than  thi>_  one  is the  creation  of  a   body  over- 
arch! ng  both  the  interim 

committee  and  tbe  “develop- 

ment committee",  which  pro- vides ministerial  guidance  to 

the  Fund  and  the  ftdnk  on 
issues  affecting  pporer 

nations. This  is  one  body  vlhich 
already  has  the  membership 
-   if  not  the  authority  -   &   an over-arching  body.  This  Is 

the  Financial  Stability 

Forum,  chaired  by  Andrew t*'  ' 

Crockett  of  the  Bank  )tor 
International  Settlements. 
This  comprises  members 
from  the  Group  of  Seven 
leading  industrial  countries, 

the  Fund,  the  Bank  and other  international  institu- tions. But  Us  legitimacy  is 
undermined  by  the  lack  of 
representatives  from  emerg- 

ing markets.  The  forum 

hopes  to  address  this  by\  1   ■ 
creating  sub-groups  with  ' 

wider  membership. 

This  discussion  of  groups, 

committee  and  forums  all  1 seems  very  arcane.  But  in  a   ! world  in  which  globalisation bag  increased  the  need  for 

international  surveillance  of,  0\ and  interference  in,  national 
policies  it  is  important  to 
btdld  an  efficient  and  politi- cal sustainable  framework  in which  it  takes  place. 
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boycotted 

Francisco  Lopes,  former  president  of  the  Brazilian  central 
bank,  was  acquitted  on  charges  of  contempt  yesterday 
morning  but  remains  at  the  centre  of  a   growing  cr-onHai  - over  allegations  of  corruption  at  the  bank.  Mr  i   rw  was 

-   ̂̂fecl  on  M°nday  afternoon  after  he  refused  to’  sign  an oath  before  giving  evidence  to  a   Senate  Inquiry  into  the corruption  scandal.  He  was  released  on  ball  and  the 
Supreme  Court  ruled  yesterday  that  the  charges*  should  be 
dropped  on  the  grounds  that  Mr  Lopes'  had  thertght  not to  respond  to  questions  that  could  Incriminate  him. 

The  arrest  had  increased  fears  that  the  scandal 
damage  the  stiU  fragile  recovery  in  confidence  In  the  Bra- 

zilian economy  after  the  January  currency  crisis,  but  finan- 
..cial  markets  reacted  calmly. 

The  Senate  is  investigating  allegations  that  several  banks 
paid  officials  at  the  central  bank  for  information  on  Interest 
rate  policy  and  advance  warning  about  the  devaluation  last 
January.  Senators  are  also  looking  at  circumstances  sur- 

rounding the  central  bank's  decision  to  sell  dollars  below 
market  price  to  two  struggling  local  banks  during  the  cri- 

sis. Geoff  Dyer,  Sao  Paulo 

NATIONAL  CONTRACTS 

Steelworkers  prepare  for  talks 
Steelworkers'  union  leaders,  meeting  at  a   conference  In 
Pittsburgh  yesterday,  began  to  hammer  out  their  final 
negotiating  position  ahead  of  national  contract  talks.  No 
date  has  been  set  for  fhe  talks,  but  five  of  the  biggest 
steel  companies  -   including  USX-US  Steel,  Bethlehem 
Steel  and  LTV  -   will  see  existing  contracts  expire  at  the 
end  of  July.  A   number  bf  smaller  groups  have  deals  end- 

ing shortly  afterwards.. 60,000  workers  are  covered 

by  these  agreements.  _• 

-   Normally  the  negotiating  process  would  already  be 

J 7..^ ■   under  way.  but  the  steel  industry's  recent  trade  battle 

•'  I'.! ;   ;r  .   against  a   tide  of  cheap  imports  has  led  to  the  delay.  The 
• r   -   talks  will  be  closely  watched,  in  part  because  they  follow  a 

...  period  of  cooperation  between  management  and  workers, 

;   who  united  to  lobby  oathe  trade  front  One  bone  of  con- 

•   tention  could  be  the  length  of  any  new  contract  the  Bix- 

v?-  '   year  deal  agreed  in  1993  was  unprecedented,  and  a   mid- 
term  review  in  1996  didlnot  go  smoothly.  Unpopular  profit- 

'   ’   sharing  arrangements,  jfrb  security  and  pension  benefits 
sharing  arrangements,  jpb  security  and  pension  bent 
are  also  likely  to  be  key  issues.  Nikki  Tat,  Chicago 

US  ECONOMIC  A! 

Confidence,  keeps  rising 
Consumer  confidence,  a   key  indicator  of  future  economic 

^ .   activity,  rose  for  the  axth  consecutive  month  in  AprB,  the 

1   Conference  Board  rqxxted  yesterday.  "Consumers  are 

"   showing  no  signs  of  pessimism  and  no  signs  of  curbing 

;v.,.  4   nwr  strong  spendirg  habits,"  said  Lynn  Franco,  of  the 
-   j   ii  ilmo  i   |Jcit  board's  consumer-  eseanjh  centre.  "They  wifi  continue  to 

.   contribute  significartty  to  fills  record -tweaking  economic 

.   expansion.'’ The  buslness-ftrwced  study  group  reported  its  con- 

■   sumer  confidencendex  rose  nearly  a   fuU  point  to  134.9 
from  a   revised  13-  in  March,  a   stronger  performance  than 

' '   ?!  Wall  Street  analyss  had  expected.  An  index  designed  to 
• ' :   measure  consumr  expectations  for  the  next  six  to  nine 

-   months  had  an  den  bigger  Increase,  rising  to  108  front 
105.5. 

In  another  slgr  of  economic  strength,  sales  of  existing 

^sipgte:fiarnlfy.hc*»eshwae  reported  to ‘have  risertto  a   • 
""record  high  in  Kerch.  AP,  Mew  York 

-"Si 
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"   COMPUIHTBOMB*  = 

Canadiais  confident  on  Y2K 
U'i  Virtually  all  tesejCanadtan  companies  say  their  computer 
K   systems  wlfl£  Peady  to  handle  the  Year  2000  computer 

bomb,  acconng  to  a   comprehensive  survey  released  yes- 
terday. Statiscs  Canada,  the  government  reporting 

■0  >   agency,  saidhe  survey  krvohring  more  than  10,000  organi- 
sations  indicted  that  99.5  per  cent  of  companies  with 

more  than  20 employees  expected  to  be  Y2K  compliant 

Preparation  appear  to  be  more  advanced  in  private 
companies  lain  in  public  institutions.  More  than  half  of 

[   large  hoephte,  for  example,  said  they  did  not  expect  theft 

’   critical  conexiter  systems  to  be  ready  until  the  last  four 

’   months  of  na  year,  in  contrast,  97  per  cent  of  afrlhes  and 
9   a   91  per  cer  of  electrical  companies  expect  to  be  ready 

.   before  S^ember. 

The  sursy  also  found  that  most  small  and  medium- 

° '   sized  coroanies  were  prepared.  Most  companies  that  had 
y-'  tested  erica!  systems  found  no  unexpected  problems  had 
*   been  revaJed.  Edward  AJden,  Toronto 

**  . 
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;   - On  tie  web  today 
3'  •   Cub  says  harvest  shows  sugar’s  recovery 
rt .   •   Porflnd  holding  line  In  battle  against  urban  sprawl 

-   http^iirww.ftconVamericas 

By  Christopher  Partes 
in  Los  Angeles 

With  a   pay  and  perks 

package  worth  more  than 

SlOOm  a   year.  Jeffrey  Kaizen- 
berg  was  undeniably  much 
valued  as  the  head  of  Walt 
Disney  studios.  It  was  a   pity 

he  did  not  get  along  with  his 
boss.  Mrhaal  Eisner,  chair- 

man and  chief  executive. 

Sparks  from  the  fried  on, 

which  dated  from  long 
before  Mr  Katzenberg 

stalked  off  to  join  Dream- 
works In  1994,  are  sow  flying 

again  in  a   Los  Angeles 
lawyer's  conference  room 
serving  doable  duty  as 

a   makeshift  courtroom. 

After  a   long  stand-off,  a 

retired  judge  has  been  sum- moned to  arbitrate  on  Mr 

Katzenberg’s  breach-of-con- tract  claim  for  up  to  gasdm 

In  bonuses,  in  a   case  which 
w£D  also  test  his  and  Mr  Eis- 

ner's credibility  and  tempo*. 
With  his  first  shots  in 

Monday's  opening  state- 
ments, Bertram  Fields,  Mr 

Katzenberg's  lawyer,  openly 
questioned  the  honesty  of 

Mr  Eisner,  while  Lou  Meisin- 
ger,  representing  Disney,  dis- 

missed as  fiction  his  oppo- 
nent’s claim  of  a   plot  to  deny 

the  “arrogant”  Mr  Katzen- 

berg his  rights. 
This  set  the  tone  for  a 

face-off  from  which  neither 
side  seems  likely  to  emerge 

untainted.  Disney  has 

already  conceded  it  owes  Mr 
Katzenberg  substantial 

sums,  and  lost  another  skir- 
mish when  its  request  for 

the  hearing  to  held  in  pri- 

vate was  riiwmtaagri According  to  Mr  Fields, 

the  core  issue  was  Mr  Bis- 1 
ner's  personal  animosity 
towards  the  man  who  is 

credited  with  turning  Dis- 

ney’s dead-in- the- water  film 
division  into  one  of  Holly- 

wood’s great  successes. 
Whatever  went  before, 

there  is  no  mists  iring  the 
turning  point  in  dealings 

between  the  two  men.  That 
came  in  April  1994,  following 
the  death  in  a   helicopter 
crash  of  Frank  Wells,  Disney 

president.  It  represented  the 
loss  of  the  cool  business 

bead  which  complemented 

Mr  Eisner’s  creative  gifts. 

I   According  to  Mr  Eisner's 

autobiography,  Mr  Katzen-' berg  tackled  him  less  than 
three  days  after  the  accident, 

j   "Either  I   get  Frank’s  Job  as 
1   president  or  I’m  going  to 

i   leave  the  company,”  Mr  Eis- ner recalled  him  saying,  in 

Work  m   Progress. 

The  book,  issued  following 

a   partial  out-of-court  settle- 
ment of  toe  current  case,  is 

dotted  with  disparaging  ref- 
erences to  Mr  Katzenberg. 

He  is  criticised  for  being  out- 

spoken and  aggressive  in 
public,  cracking  bad  jokes, 

and  bring  a   poor  representa- tive for  the  company. 

From  an  earlier  time, 

when  their  paths  crossed  at 
Paramount,  Mr  Eisner 

remembered  his  “driven, 
relentless”  style,  and  his 

physique  which  had  once 
earned  him  the  nickname 
“Squirt”.  While  Hollywood 

thinks  Mr  Katzenberg  will 

win  this  round,  Mr  Eisner 

may  hope  for  revenge  in  toe 
business  arena,  where  win- 

ning really  matters. 

Disney  results, 
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THE  AMERICAS 

Close  race  to  be  the  one  to  take  over  Panama  canal 
i   Martin  Torrijos 

hopes  to  follow  in 

his  father’s 
footsteps.  James 
Wilson  reports 

During  his  13  years  as 
Panama’s  ruler.  Gen- 

eral Omar  Torrijos’ most  famous  quip  was  that 
he  didn’t  want  to  enter  the 

history  books:  he  wanted  to enter  toe  canal. . 

The  charismatic  general 

partly  got  his  wish.  The  trea- ties he  signed  in  1977  with 

President  Jimmy  Carter  dis- 

mantled US  jurisdiction  over toe  canal  zone,  which  had 
divided  Panama  for  70  years. 

They  ensured  the  canal 
would  be  given  to  Panama  at 

the  end  of  1999. 
On  toe  brink  of  that  tri- 

umph, PanowanlaiMi  Will 
iImMa  tfti«  wgriPBod  whether 

to  reward  another  Torrijos  - 
toe  general’s  3S-yearold  son 
Martin  -   with  his  own  place in  history. 

If  Martin  TOTrfios  wins  the 

presidential  election  on  Sun- 
day and  receives  the  canal 

on  December  31  as  toe  cul- 

mination of  his  father’s  trea- 
ties, it  would  complete  a 

remarkable  circle  of  fate. 

But  his  own  political  fate 
hangs  in  the  balance  as  polls 

predict  a   tight  contest  with 
Mireya  Moscoso,  leader  of 

toe  largest  opposition  party. 

In  a   country  where  politi- 
cal power  has  often  come 

down  the  generations,  it 

might  seem  a   foregone  con- clusion that  another  Torrijos 

would  one  day  lead  the  coun- 

try. 

The  treaties  cemented  Gen 

Torrijos1  place  as  one 
of  Panama’s  most  admired, 
if  contentious,  figures: 

a   coup  leader  and  a   left- 
leaning  pragmatic  reformist, 

ally  '   of  Fidel  Castro 

Martin  Torrgoa,  left,  leads  polls  but  Mireya  Moscoeo,  right  pictured  greeting  schoolchBdren  at 
Portobalo  90  mDes  north-west  of  Panama  CKy,  is  not  far  behind 

and  Jimmy  Carter  aiu«v Since  Mr  Torrijos  entered 

tbe  presidential  race  as  the 
candidate  of  the  Democratic 
Revolutionary  party  (PRD), 

it  was  inevitable  be  would 

take  every  opportunity  to 

invoke  his  tether's  name. 

The  general,  who  was killed  in  an  aircraft  crash  in 

1981,  founded  the  PRD  and  is 
revered  by  its  rank  and  file. 
“Omar  Torrijos  lives!"  goes 

one  campaign  song.  "Con- sensus is  the  torrifista  phi- 
losophy and  Martin  is  going 

to  continue  with  that,”  says 
Jog6  Huerta,  a   PRD  worker, 

wearing  a   watch  with  Gen 

Torrijos’  picture  on  iL While  Panama  suffered 

Manuel  Noriega’s  corrupt regime  a   decade  ago,  Martin 

was  working  in  Chicago  for 

McDonald’s.  Only  in  1982  did 
he  return  and  throw  himself 

Into  the  PRD.  In  1994  Presi- 

dent Ernesto  P6rez  Balia - dares  made  trim  deputy  inte- 

rior minister.  Two  years 

later  he  was  elected  sec- 

retary-general of  the  PRD's youth  wing,  giving  him  a 

platform  for  a   last-minute 
presidential  bid  when  Mr 
Perez  Ballad  ares  was  last 

year  denied  the  right  to  re- 
election. 
Age  and  name  may  suffice 

to  propel  Mr  Torrijos  into 

tbe  presidency.  If  so.  how- 
ever. it  may  be  a   vote  based 

more  on  hope  he  can  recre- 

ate something  of  his  tether’s aura,  rather  than  on  any 
firm  evidence  that  he  is 

capable  of  doing  so.  He  is 

certainly  not  overly  charis- 
matic. The  strongest  image 

of  him  is  as  a   devoted  family 

man  -   in  contrast  to  his 
father. 

In  his  campaigning,  which 
culminates  today  with  a 

rally  for  the  party  faithful, 
he  has  often  been  dull  and 

nervous. 
The  Torrijos  camp  cer- 

tainly appeals  to  be  increas- 
ingly anxious  over  the result  Since  last  week  two 

polls  have  shown  a   narrow 

lead  for  the  crowd-pleasing 
Mrs  Moscoso,  who  wrapped 

up  her  campaign  in  front  of a   large  crowd  last  Sunday. 
“Dona  Mireya"  also  claims 

a   proud  political  inheritance -   that  of  her  late  husband, 

Arnolfo  Arias,  who  in  a   long 

career  was  elected  and 

ousted  three  times  as  presi- 
dent. and  denied  further 

wins  by  fraud.  He  was chased  from  office  by  the 

then  Colonel  Torrijos  and 

other  officers  in  1968. 

In  the  face  of  Mrs  Mosco- 
so’s  powerful  claim  to  be  the 

candidate  of  change,  Mr  Tor- 
rijos has  seemed  defensive, 

bristling  at  charges  that  he 

will  bring  more  of  the  eco- nomic adjustment  policies 

followed  by  Mr  P6rez  Balla- 
dares,  which  many  Panama- 

nians have  resented. 

Advisers  have  kept  him 

away  from  press  scrutiny. “We  will  do  whatever  is  nec- 

essary," he  told  a   recent 

executives’  conference  when 
asked  if  he  would  continue 

the  Pferez  Balladares  eco- 

nomic line. 
Foreign  Investors,  how- ever. seem  inclined  to  see  Mr 

Torrijos  as  the  safest  bet. 
Mrs  Moscoso 's  brand  of  pop- 

ulism is  viewed  with  suspi- 

cion, despite  her  assurances. The  third  candidate  is 

Alberto  Vallarino,  chief  exec- 

utive of  one  of  Panama’s largest  banks,  but  he  lacks 

the  big  party  support  of  his rivals.  “For  us  tbe  PRD  is 

really  toe  only  choice,”  said one  western  diplomat. 

Adding  spice  to  toe  con- test is  tbe  bearing  it  has  on 
two  other  Torrijos  legacies. 

First  there  is  toe  PRD  itself, which  has  never  peacefully 

given  up  power  at  a   presi- dential election. 

Rehabilitated  under  Mr 

Perez  Balladares.  it  has 

nonetheless  still  been 

heavily  influenced  by  the 

military-era  dinosaurs.  Its 

reaction  to  Sunday’s  result will  be  closely  watched. 

Even  if  Mr  Torrijos  wins, 

his  lack  of  experience  has 

awakened  suspicions  that  an 
intransigent  old  guard  will 
still  hold  the  reins  of  power, 

precipitating  a   debilitating 

struggle  for  him  to  assert 
control 
Then  of  course  there  is  the 

treaty  -   the  canal  handover 
and  the  departure  of  the 
4.000  remaining  US  troops. 
Panama's  next  president  will 
guide  the  country  through 
this  crucial  and  uncertain 

period. 

Yet  so  far  the  campaign 

has  centred  on  domestic 
issues  such  as  jobs,  health 

and  education.  “The  cam- 
paign looks  like  politics  as 

usual  during  a   very  unusual 

moment,”  says  Ms  Scranton. “You  wouldn't  know  that 

such  a   historic  transforma- 

tion is  under  way." 
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NEWS  DIGEST; 

Coalition  may  be  formed  in 
By  Andrew  Partar, 

Pofitfcal  Correspondent 

The  prospect  of  a   coal
ition  of 

the  Labour  and  Liberal
  Dem- 

ocrat parties  running  the 

new  Scottish  parliament
  was 

raised  yesterday-  The 
 first 

elections  to  the  parli
ament 

will  be  held  next  week. 

Tony  Blair,  the  prime  m
in- 

ister, is  keen  to  see  the  gov- 

erning Labour  party  form  an 

administration  with  the  pro- 

European  Liberal  Democrat
s 

in  the  parliament.  Neverth
e- 

less the  two  parties  yester- 

day denied  claims  that  they 

agreed  before  the  1997 

national  elections  to  work 

towards  a   coalition  in 

Scotland. Mr  Blair’s  staff  fear  that 

gome  of  the  Labour  candi- 
dates may  not  follow  the 

party  line  after  the  Scottish 
elections.  Despite  one  opin- 

ion poll  last  week  suggesting 
that  Labour  will  secure  an 

overall  majority,  the  propor- 
tional voting  system  means 

the  party  is  unlikely  to  gain 
more  than  60  of  the  129 

seats. A   Labour  official  said  the 
two  parties  working  together 

In  the  new  Scottish  adminis- 
tration was  the  preferred 

outcome.  “Given  we  worked 

together  to  create  the  Scot- 
tish parliament  in  the  first 

place,  this  is  the  right  out- 
come," the  official  added. 

A   survey  of  Labour  candi- 
dates has  shown  that  a   sig- 

nificant number  are  opposed 

to  the  party’s  use  of  the  pri- . vate  finance  initiative  to 

build  new  schools  and  hospi- 
tals. The  initiative  involves 

attracting  private  funding  to 

public  projects.  Others  are 
opposed  to  the  introduction 
of  student  tuition  fees. 

If  a   coalition  was  formed, 
the  Liberal  Democrats  could 
prevent  leftwing  Labour 
members  of  the  parliament 

impeding  the  new  adminis- tration. In  a   new  biography 

of  Peter  Mandelson,  the  for- 
mer oahjnpt  minister,  it  is 

claimed  that  Mr  Blair  and 

Paddy  Ashdown,  Liberal 
Democrat  leader,  agreed  in 
1995-96  to  aim  for  a   coalition 

in  the  Scottish  parliament. 
Donald  MacIntyre,  author 

of  the  biography,  writes  that 
the  two  leaders  met  in  secret 

and  agreed  to  work  towards 
a   coalition  “in  the  event  of 

Labour  getting  no  overall 

majority,  or  an  unworkably email  one". 

Labour  and  the  Liberal' 
Democrats  certainly  reached . 
a   pre-election  agreement  on  . 

constitutional  reform,  which' included  a   blueprint  for  the 

Scottish  parliament  But  the 
two  parties  yesterday  denied 
that  the  talks  on  reform  ever 

focused  on  coalition. 
Donald  Dewar,  chief  min- 

ister for  Scotland  in  the 

Blair  government,  said: 
“There  is  no  deal.  I   have  no. 

agreements  or  arrangements 

with  the  Libera]  Democrats." 

But  one  Liberal  Democrat 

involved  in  the  pre-election 
talks  said. he  was  convinced 
Mr  Dewar  and  Jim  Wallace, 

Scottish  Liberal  Democrat 

leader,, could  reach  an  agree- 
ment to  work  together  in  a 

Scottish  administration. 

“They  understand  one 

another.  Their  instincts  are 

the  sam*  If  they  can’t  make 

it  work'  nobody”  else  can, 
the  MP  added.  - 

Alex  Salmond,  -Scottish 

National  pari?  leader,  said 

Scots  had  a   “right  to  know" what  was  agreed  between  Mr 
Blair  and  Mr  Ashdown. 

Bombs  unlikely  to  explode 

into  votes  for  the  far  right 
Extremism  has  little  hope  of  matching  its  success  in  other 

European  states,  Deborah  Hargreaves  and  Jimmy  Bums  write 

The  far-right  British  it  soon  after.  The  party  has  of  Searchlight,  a   publication National  Party  is  mount-  never  polled  more  than  one 

ing  its  biggest  rampaign  per  cent  of  the  national  vote. 
National  Party  is  mount- 

ing its  biggest  campaign 
ever  for  the  European  parlia- 

mentary elections  on  June  9. 
At  the  same  time,  police  are 
hunting  a   splinter  group 
from  the  BNP  which  is 

thought  to  include  the  anon- 
ymous callers  who  claimed 

responsibility  for  two  recent 
nail  bombs  in  areas  of  Lon- 

don with  large  ethnic  minor- 
ity populations. 

But  these  events  do  not 

mean  rightwing  extremism 
is  on  the  march  in  Britain. 

Far-right  groups  have  a   long 
tradition  on  the  fringes  of 
British  politics,  but  have 
never  achieved  the  sort  of 
political  success  enjoyed  by 

their  counterparts  in  conti- 
nental Europe. 

Partly  it  is  the  British  non- 
proportional  electoral  sys- 

tem that  denies  minority 

parties  any  seats  in  parlia- 
ment. The  BNP  contested  55 

seats  at  the  national  election 
in  1997  and  gained  five  per 
cent  of  the  vote  in  three  of 
them.  But  in  two  of  those, 
their  candidates  bad  the 
same  name  as  the  winning 
Labour  party  candidate. 
The  extremist  party  won  a 

seat  on  a   local  council  in 
east  London  in  1993,  but  lost 

This  compares  with  a   strong 
political  showing  for  parties 
in  Italy,  France  and  Austria 
where  far-right  parties  gain 
between  15  and  20  per  cent 
of  the  vote  in  national 

elections. 
Rightwing  groups  in 

Britain  have  not  managed  to 
shed  their  image  as  thugs 
and  skinheads  and  hold  little 
attraction  for  intellectual 
extremists.  Yet  the  far  right 
in  Britain  has  a   long  history. 
Sir  Oswald  Mosley  left  the 
Labour  party  in  the  1930s 
and  later  founded  the  black- 
uniformed  and  anti-semitic 
British  Union  of  Fascists. 

But  support  for  it  was  short- 
lived. Since  then,  there  have 

been  several  resurgences  of 
support  for  rightwing 
parties,  but  they  have  never 

entered  the  political  main- 
stream. 
The  BNP  is  now  trying  to 

foster  a   more  respectable 
image  and  court  disaffected 
Conservative  voters  by 

championing  anti-European 
policies.  “On  paper,  •   the 
party  is  even  dropping  its 

policy  of  compulsory  repatri- 
ation for  ethnic  minorit 

said  Nick  Lowles. 

that  monitors  neo-nazi  activ- 
ity. But  he  added  that  the 

speeches  at  Its  annual  rally 
did  not  reflect  that  modera- 
tion. 

Combat  18.  the  most  noto- 
rious of  extreme-right  Brit- 

ish groups  to  emerge  this 
decade,  split  from  the  BNP 
as  it  tried  to  broaden  its  elec- 

toral base-  Originally  some 
of  its  members  are  believed 
to  have  provided  security  for 
the  BNP.  but  the  group 
claimed  the  party  was  going 
“soft”  and  adopted  more 
agressive  tactics  such  as 
football  hooliganism  and 
attacks  on  bookshops  and 
ethnic  minorities. 

Combat  18  and  other  right- 
wing  groups  appear  to  be 
increasingly  influenced  by 

US  white  terrorist  organisa- 
tions. “They  believe  election- 

eering is  never  going  to  win, 

so  turn  to  terrorism,"  Mr Lowles  said.  Their  concept  is 
of  total  war  against  the  state 
waged  by  individuals  or 
small  groups  acting  without 
any  command  structure. 

Paul  Wilkinson,  professor 
of  international  relations  at 
St  Andrews  University  in 
Scotland  and  a   leading  UK 
specialist  on  terrorism,  said: 

“These  groups  see  them- 

Jack  Straw,  home  secretary,  yesterday  visited  Brick  Lane  h   east  London, 

bomb  attack,  with  Oona  King,  the  area's  RIP 

of  the  most  recent 

Matthew  Feem 

selves  engaged  In  an  Increas- 
ingly violent  campaign  of 

provocation  culminating  in 

apocalyptic  conflict  between 
the  races  as  we  enter  the 

new  millennium." According  to  a   European 

intelligence  source,  UK  neo- 
nazi  extremists  have  been 

known  to  turn  up  for  meet- 
ings of  similar  groups  in 

northern  and  southern 

Europe.  There  is  also 
increasing  dissemination  erf 
racist  and  violent  propa- 

ganda through  the  internet. 
UK  extremists  tend  to 

move  in  and  out  of  organisa- 
tions. adopting  new  names 

as  they  go  along,  engaging 

in  what  they  call  “leaderless 
resistance".  The  White 

Wolves,  believed  to  be  a - 
breakaway  group  from  Com- 

bat 18.  have  signed  threaten- 
ing letters  to  MPs  and  Asian 

and  Jewish  institutions. 

Organisations  with  which 
British  neo-nazi  groups  are 
known  to  have  had  contacts 

with  in  recent  years  include 

Sweden’s  Vttt  Ariskt  Mots- 

tand  (White  Aryan  Resis- 
tance Movement) .   and  simi- 

lar organisations  in  France 
and  Germany,  as  well  as 
revived  elements  of  the  Eu 
Klux  Elan  in  the  US. 

The  number  of  activists  in 
extreme  neo-nazi  groups  in 
the  UK  is  believed  to  be 
about  500,  although  police 
believe  that  there  are  far 

fewer  prepared  to  carry  out 
terrorist  attacks. 
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WE'RE  JUST  LIKE 

ANY  OTHER  HIGH  TECH 

START  UP. 

WE  GOT  A   NEW  LOGO, 

BUSINESS  CARDS, 

AND  $3.8  BILLION 

IN  SALES. 

Siemens  Semiconductors  has  changed  its  name 

Deal  agreed  on 
search  for  IRA 

victims’  graves 

Siemens  Semiconductors  has  changed  its  name.  What  does  that  mean?.  It  means  more  great 

things  are  coming  from  the  world's  fastest  growing  semiconductor  company.  Increased  customer  focus. 

More  ground-breaking,  leading  edge  technology.  And  more  clients  winning  in  their  markets. 

Not  some  time  tomorrow  or  next  week,  but  today.  And  one  new  company  wilLbe  at  the  heart  of  it  all: 

Infineon  Technologies.  WWW.INFINEON.COM 

By  John  Hurray  Brawn 

InDubGn 

The  governments  of  the  UK 

and  Republic  of  Ireland  yes- 
terday agreed  to  set  up  an 

independent  panel  to  locate 
the  graves  of  victims  of  the 
Irish  Republican  Army. 

Some  victims’  bodies  have 
remained  undiscovered  for 
almost  20  years. 
The  agreement  was  signed 

in  Dublin  by  Mo  Mowlam, 
chief  Northern  Ireland  min- 
ister  in  the  UK  government, 

ana  John  O’Donoghue,  the 

Republic's  justice  minister. It  is  expected  to  be  passed 
into  law  In  both  jurisdictions 
in  the  next  few  weeks.  The 
commission  will  be  jointly 

appointed  by  .   the  two 
governments. 
The  proposed  legislation 

will  make  any  evidence  gath- 
ered during  the  location  of 

the  remains  inadmissible  in 

future  prosecutions.  How- 
ever police  on  both  sides  of 

the  border  will  be  permitted 
to  use  evidence  gathered  in 

any  other  way. 
The  agreement  follows  a 

statement  by  the  IRA  last 
month  that  it  had  located 
the  graves  of  nine  people 
after  an  investigation  by  one 
of  its  senior  activists. 

Three  or  those  on  the  list 

were  said  by  the  IRA  to  have 
been  former  IRA  members, 
two  working  as  agents  for 
the  British  Army  and  one  for 

the  Northern  Ireland  police. 
AH  were  said  to  have  been 
“court  martialled”  before 

being  killed.  The  other  six 

were,  civilians  who  had  con- fessed either  to  being  agents 

or  to  stealing  IRA  weapons 
for  use  in  robberies. 

The  IRA  described  its  deci- 
sion to  reveal  the  where- 

abouts of  the  graves  as  “a sincere  attempt  to  do  all 
within  our  power  to  rectify 

an  Injustice  for  which  we 

accept  foil  responsibility". The  decision  to  offer 

immunity  represents  a   fur- 
ther gesture  to  persuade  the 

IRA  to  decommission  its 
arms.  The  Ulster  Unionist 

party  insists  that  the  IRA 
weapons  handover  has  to 
happen  before  it  will  join  a 
government  with  Sinn  F£in, 
the  IRA's  political  wing. 

An  opinion  poll  in  yester- 
day's Irish  Times  newspaper 

suggested  that  there  was 
still  public  support  in  North- 

ern Ireland  for  last  year’s 
Good  Friday  peace  agree- 

ment The  poll  recorded  that 

54  per  cent  of  those  inter- 
viewed sided  with  the  union- 

ists in  seeking  some  decom- 
missioning before  the 

executive  is  formed. 

Paul  Murphy,  the  UK’s Northern  Ireland  political 
development  minister,  said 

the  poll,  which  showed  73 
per  cent  of  people  in  favour 
of  the  agreement,  should 

help  local  politicians. 

ADVERTISING  by  telep
hone 

BT  joins  Swedish  group  to 

offer  free  calls  service 
British  fdecommmications  is  joining!^

 

International,  the  Swedish  group advertising-sponsored  telephone  service,  to .^^Jec
alls their  conversations.  .   w . 

BT  is  today  expected  to  annou
nce  of the  Scandinavian  technology,  in  • 

be  relayed  at  the  start  of  each 
interruptions  at  regular  . 

likely  to  be  released,  althoug
h  BT  a?te 

largest  potential  telecorr^^catK^p^r^to  5“ 

Swedish  company,  which  is 

ket  later  this  year,  has  already  c^phired 

fixed  fine  network  in  Stockholm  and 

deals  for  mobile  “sponsored  servK^^wrthBot^es  
Tele- 

com of  France  and  Sonofon.  Denmark’s  l
argest  cellular 

operator.  Tim  Burt;  Stockholm 

TRADE  GAP 

t 

Underlying  deficit  tops  $4bn 
The  strength  of  the  pound  and  the  weakness  of 

 interna- 
tional demand  has  aggravated  the  UKs  trade  position, 

according  to  official  figures  published;  yesterday. 

The  UK’s  import  and  export  performance  showed  a   net 

£2.6bn  ($4.2bn)  deficit  in  goods  and  services  duri
ng  Feb- 

ruary, the  Office  for  National  Statistics  said.  That  followed
 

a   deficit,  of  £2.7bn  in  January  -   widsjing-the  UK's  tra
de 

gap.  Stripping  out  the  effects  of  No trade-in  large  erratic  items  such  as 

underlying  deficit  was  £2.7bn.  the 
a   single  month.  The  figure  was  woi 
markets  had  expected.  The  trade  d 

European  Union  partners  was  particu th an  £1bn  during  February, ary.  , 

The  main  reason  for  toe  worsen  in  cj  deficit  has  been  the 

fail  in  exports  Richard  Adams,  Lona»n 

Sea  oil  exports  and 
and  gems,  the 

est  ever  recorded  in 
than  the  financial 

it  with  toe  UK's _   „   poor  at  more 

with  £700m  in  Jartu- 

rove  entry 

tile  29  per  cent 

cent  would  pre- 
idents  said 

(and  only  10  per 

SINGLE  CURRENCY  SURVEY 

Top  companies  apf 
Some  64  per  cent  of  Britain's  top  ci  mpanies  are  in  favour of  the  UK  joining  the  European  sing  ;   currency,  a   survey  of 

the  largest  350  companies  wili  revdj  today.  The  Reuters 
Survey  of  UK  Larger  Companies,  wfich,  by  market  capital- 

isation, received  responses  from  9$  per  cent  of  the  coun- 
try’s top  350  companies,  will  show  thit  only  36  per  cent  of 

Britain's  leading  companies  are  opposed  to  membership: 
Of  those  who  favour  entry  into  monetary  union,  35  per 

cent  want  toe  country  to  join  in  2001. 
want  the  UK  to  enter  in  2002,  and  21 

fer  entry  after  2002.  Only  5   per  cent  of ! 
they  would  like  immediate  entry  in  19S 
cent  wanted  membership  to  begin  in  2C 
Although  toe  majority  of  respondents  bought  that  sales, 

profits  and  share  price  performance  woutf  remain 
unchanged  under  Emu,  53  per  cent  of  alfrespondents  said 
that  they  believed  Emu  wcuid  lead  to  improved  financing 
costs.  Sathnam  Sanghera,  London 

OPPOSITION  PARTY  POLICY 

Threat  to  block  food  Imports 
An  agriculture  policy  paper  issued  by  toe  oftosftion  Con- 

servative party  yesterday  included  a   threat  tlblock  food 
imports  from  European  Union  countries  whia  failed  to 
meet  British  welfare  standards.  A   Conservatrte  govern- 

ment would  seek  to  ban  poultry  imports  whet  hens  were 
fed  antibiotics  and  feedstuffe  Which  are  illegein  Britain. 

“All  poultry  imports  that  do  not  meet  the  stiidards 
required  here  should  be  banned,”  said  Tim  Ye,  the  par- 

ty's chief  agriculture  spokesman.  Party  officialadrnit  that some  lawyers  believe  such  an  action  would  txjllegal 
under  international  law.  “Our  advice  is  that  it  ifeht  be legal  under  Article  36  cf  the  Treaty  of  Rome,  vSch  covens 
standards  of  products."  George  Parker,  LondJ 

TRADE  UNION  BANKING  GROUP 

Plan  to  benefit  members 
Unity  Trust,  the  trade  union  banking  group,  may  {tend  Its 
services  to  members  of  unions.  “We  are  carrying feasibility  study  and  hope  to  make  this  move  in  I 
three  to  four  years."  said  Sir  Dennis  Landau  the chairman  yesterday. 

Unity  Trust  was  established  in  1984  by  a   group 
unions  to  provide  them  with  financial  services  loeuw advice.  Until  now  its  main  activity  has  been  to  dealt with  the  unions  and  not  members.  Sir  Dennis  said  iirauld require  a   substantial  commitment  by  unions  to  s 
the  group’s  financial  base.  The  bank  yesterday pre-tax  group  profits  rose  bv  15  per  cent  to  a £2.04m.  ($3.28m).  Robert  Taylor,  London 

ENDANGERED  SPECIES 

Developers  must  move  net.. 
Jxhnotagy park  face  a   bill  for  E200.C 

*~’<5a)  d^povenng  a   colony  of  rare  great nwris  (small  amphibians)  on  the  site  of  the  ElOm  aev. ment  under  way  near  the  north-west  England  ooasST 

+nffrKCrf^!aCk??0j  Workers  will  now  search  the  site  on  V 
and  newts/ which'veanl en^ngered  spec.es  protected  by  law,  to  a   Sure' 

wekneJfi 

to  five  in  oeacefuliv  annHi  i   Vca  ̂    a   hof"®  tor  them 

-   - 

      __   UK}  oeveioper. 

Battle  opens  against  EU  bureaucracy 
By  David  Wighton,  net  Office  which  is  to  be  “We  will  be  working By  David  Walton, 
Political  Correspondent 

The  UK  government  is  to 
press  for  an  overhaul  of  the 
regulatory  process  in  the 
European  Commission  as 
part  of  Its  drive  against 
excessive  bureaucracy.  Jack 
Cunningham,  minister  for 
the  Cabinet  Office,  yesterday 

pledged  to  use  the  opportu- 
nity presented  by  the  resig- 

nation of  the  Commissioners 

to  promote  reform  -   includ- 
ing the  formation  of  a   regu- 

latory impact  assessment 
unit  in  Brussels,  the  com- 

mission's home. This  would  mirror  the 
existing  unit  in  the  UK  Cabi- 

net Office  which  is  to  be 

given  greater  powers  to  curb 
regulation  that  imposes  a 
disproportionate  burden  on 

business.  The  move  was  wel- 

comed by  the  Fair  Regula- 
tion Campaign,  a   business 

grouping  formed  to  push  for 
changes  to  the  regulatory 

process  in  the  UK  and 
Brussels. 

Adair  Turner,  the  director- 
general  of  the  Confederation 
of  British  Industry,  the  main 

UK  employers'  organisation, 
which  is  backing  the  cam- 

paign. said  the  regulatory 

Impact  assessment  intro- duced by  the  government 
could  be  significantly 

improved. 

..  will  116  working  with 

the  UK  government  and  EU institutions  to  ensure  that unnecessary  costs  and 
administrative  burdens  are 

really  rooted  out."  Mr 
Turner  said. 

Mr  Cunningham  used  a 
speech  to  the  Social  Marfa?* Foundation  to  enlarge  on  i„/. 
tiatives  announced  in  last month's  policy  paper  on 
modernising  government At  the  centre  of  the  new 
strategy  wiU  be  an  expanded Better  Regulation  Unit,  to  be renamed  the  Regulator/ 
impact  Unit.  All  government departments  will  have  to provide  the  unit  with detailed  assessments  of  the 

impact  of  any  regulatory 
proposals  as  soon  as  they  are 

seriously  considered. 

This  wifi  apply  when  min- 
isters or  officials  are  seeking 

.L'1ear  a   “ew  proposal  for 
legislation  or  a   UK  negotia- 
11  n5  line  on  European  Union 
proposals.  Mr  Cunningham 

jwm  the  changes  would  give .he  ̂binet  Office  the  same 
sun  of  influence  over  regula- 
lory  decisions  as  the  Trea- 

sury has  over  public  spend- mg  issues. 
Throughout  the  speech, 

Jr, “onuigham  stressed  the 

Parity  that  the  prime 

has  given  to  the 

need  for  cultural  change  in the  government  machine. 
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You’re  forgiven,  invensys  was  only  boro  on  4th  February,  the  resuit  of  the  merger  between  BTR  and 

Siobe.  But  what  a   merger  it  is.  Invensys  is  now  a   force  to  be  reckoned  with,  Ssekssis  consolidated 

sales  of  £9  billion  and  a   current  market  value  of  over  £11  billion.  It’s  already  a   worldwide  leader 

in  automation  and  controls.  We  are  off  to  a   remarkable  start.  But  that’s  all  it  is-  a   start.  Invensys 

will  now  be  in  an  ideal  position  to  combine  the  individual  strengths  of  both  BTR  ad  Siebe  and  offer 

a   more  comprehensive  package  of  products,  systems  and  services  to  our  castasers.  Ibis  might 

well  be  the  first  time  you’ve  ever  heard  the  name  Invensys.  But  it  certainly  won’t  be  the  last. 
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MANAGEMENT  &   TECHNOLOGY 

Strong  on  saving;  Lrtf  Johansson  say* ghanhoktere  wfll  axpect  companfag  to  use  envroi mental  rtrategt
ea  to  mptaft  opportun Wes  fey  coat-cutfeig 

MANAGEMENT  SUSTAINABLE  STRATEGIES 

Greener  profit  drivers 
Developing  environmental  compliance  and  eco-friendly  products  can 

enhance  company  performance,  reports  Tim  Burt 

n Does  it  pay  to  be  “green"? I   Some  financial  analysts 
I   remain  sceptical,  but  a 

study  by  seven  leading  compa- 
nies suggests  environmental  poli- 
cies bring  real  benefits  to  share- 

holder value. 
The  two-year  Investigation 

across  industries  shows  that 

improving  environmental  compli- 
ance and  developing  eco-friendly 

products  can  enhance  earnings 

per  share  and  profitability-  Fur- 
ther, the  report  warns  that  insti- 

tutional investors  are  becoming 
increasingly  wary  of  companies 
that  ignore  or  play  down  the 
importance  of  the  environment. 
“Investors  are  beginning  to 

look  at  the  downside  risk  of 
investing  in  companies  that  are 
either  only  just  complying  with 
environmental  law  or  those  com- 

panies that  make  empty  mission 

statements  about  it,"  argues  Leif Johansson,  chief  executive  of 
Volvo  and  chairman  of  the  con- 
sortium. 
The  consortium  comprises 

Imperial  Chemical  Industries  of 

the  UK.  Volvo,  Unilever,  Mon- 
santo of  the  US,  Deutsche  Bank, 

Electrolux  of  Sweden,  the  world's 
largest  household  appliances 
group,  and  Gerling,  the  German 
insurer. 

Despite  their  varied  back- 
grounds. Mr  Johansson  says  that 

the  contributing  companies  share 
a   belief  that  the  environment 

promises  to  be  a   profit-driver. 
At  the  pre-production  level, 

companies  that  are  environmen- 
tally aware  derive  savings  from 

improved  management  of  raw 
materials  and  energy  resources. 

Volvo’s  energy  consumption 
has  been  cut  by  IS  per  cent  since 
1995.  Water  consumption  has 

been  cut  by  34  per  cent  and  sol- 
vent emissions  by  44  per  cent 

Anders  K&rrberg,  Volvo's  direc- tor of  environmental  affairs, 

says:  “We  set  out  to  reduce  the 
cost  of  environmental  compliance 
across  the  group;  the  benefit  is 

clear  at  the  bottom  line." On  a   crude  correlation,  the  15 

per  cent  cut  in  energy  consump- 
tion has  occurred  at  a   time  when 

Volvo's  earnings  per  share  rose 
45  per  cent 

The  importance  of  cutting  util- 
ity and  raw  material  costs  is  also 

endorsed  by  Unilever,  the  Angio- 
Dutch  consumer  products  group. 

“We  have  increased  the  efficiency 
of  packaging  imps  in  areas  such 

as  icecream."  says  Bart  Sangs- 
ter,  Unilever's  head  of  safety  and 
environmental  assurance.  “It  is 
quite  simple:  more  efficiency 

means  less  waste  -   we  produce 
the  same  volume  mare  profitably 

and  the  margin  rises." The  consortium,  which  also 
consulted  companies  as  diverse 
as  DaimlerChrysler,  BP  Amoco, 

The  Body  Shop  and  3M,  says  sus- 
tainable strategies  are  beginning 

to  feature  more  prominently  as  a 

“pre-qualifier”  for  winning  con- 
tracts or  investment  approval  in 

emerging  markets. 
Volvo  has  been  forced  to  sat- 

isfy increasingly  stringent  envi- 
ronmental demands  in  India  ̂ pd 

China,  two  countries  where  it 
hopes  to  build  a   strong  presence 
in  trucks  and  buses.  Closer  to 
home,  the  company  found  80  per 
cent  of  buyers  in  the  German  and 

Swedish  fleet  market  put  envi- 
ronmental performance  as  a   cru- 

cial factor  in  deciding  which 
models  to  acquire. 
However,  some  investment 

banks  consulted  by  the  consor- 

tium question  the  direct  link 
between  sustainability  and  share- 

holder value,  whether  in  raw 
material  management  or  product 
compliance.  Banks  such  as 
J.P.  Morgan,  Morgan  Stanley 
Dean  Witter  and  Lehman 
Brothers  agreed  that  improving 
environmental  compliance  could 
help  profitability,  but  only 
because  It  was  a   natural 

by-product  of  other  “value  driv- 
ers" such  as  restructuring  and 

more  innovative  marketing. 

Unlike  pension  funds  and  asset 
management  groups,  investment 
banks  tend  to  value  companies 
on  trading  performance  rather 
than  prospects. 
The  competitive  advantage  of 

producing  greener  products  could 
be  threatened,  moreover,  by  con- 

sumer attitudes.  There  are  signs 
that  consumers  are  reluctant  to 

pay  high  prices  for  environmen- 
tally friendly  products  that  man- 

ufacturers have  an  obligation  to 
make  as  green  as  possible. 

On  the  other  hand,  Electrolux, 
the  household  appliance  group, 

has  enjoyed  rising  demand  for  its 
green  range  even  though  it  is 
sold  at  a   higher  margin  than 

standard  models,  it  also  makes 
money  from  the  higher  servicing 

requirements  of  green  range  dish- 
washers or  refrigerators. 

Last  year,  Electrolux’s  green 
range  contributed  16  per  cent  of 
total  sales  and  24  per  cent  of 
gross  margins.  The  company  says 
It  Is  reducing  consumer  costs 
because  products  such  as  freezers 

are  15  per  cent  more  energy  effi- 
cient than  in  1997. 

Nevertheless  Vania  Marco  vie, 
ICTs  manager  of  European  Union 
governmental  relations,  admits 

there  is  a   limit  to  how  much  con- 

sumers will  pay  for  green  goods. 
She  maintains  the  real  benefit  is 

sustained  competitive  advantage 
for  the  company  that  either  cuts 

its  manufacturing  costs  signifi- 
cantly or  captures  market  share 

for  greener  finished  goods. 
Ms  Marcovlc  also  suggests  that 

environmental  focus  helps  stimu- 
late innovation.  Research  that 

develops  more  sustainable  manu- 
facturing processes  should  feed 

through  to  earnings  per  share. 

According  to  the  consortium, 
such  earnings  can  also  be 
enhanced  by  tax  incentives  for 

companies  exceeding  environ- 
mental requirements.  In  Sweden, 

for  example,  consumers  receive 
tax  exemption  for  five  years 

whan  they  buy  a   car  that  meets 
the  best  environmental  stan- 

dards. In  other  European  coun- 
tries. there  are  subsidies  for 

energy-efficient  household  appli- 
ances. 

Although  Mr  Johansson  admits 
it  is  difficult  to  prove  a   direct 
link  between  such  factors  and  ris- 

ing shareholder  value,  he  is 
adamant  that  it  exists. 

His  message  Is  that  institu- 
tional fund  managers  and  indi- 
vidual shareholders  will  soon 

expect  companies  to  use  environ- 
mental strategies  to  maximise 

shareholder  value  by  exploiting" opportunities  for  cost-cutting  or 
achieving  premium  prices. 

"We  have  found,  across  differ- 
ent industries,  that  there  are 

common  ways  of  converting  sus- 

tainability into  higher  margins," 
be  says.  “The  companies  that  fail 
to  embrace  that  challenge  will  be 

left  behind." Sustainable  Strategies  for  Value 
Creation.  Consortium  Report  The 

Performance  Group.  Meltzersgt  4, 

0257  Oslo.  Norway .   Tel:  47  22  12 
1460. 
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Software  AG  aims  to 

move  up  in  the 
Europe's  IT  services  companies  are  outperforming 

their  US  counterparts,  but  the  Continent  still  lacks 

big  hitters  in  the  software  products  market 

Europe  has  a   new  quoted 
business  software  group.  Shares 
jja  Software  AG  began  trading  on 
Monday  and  although  the  group 

will  not  make  it  into  the  world’s top  10  software  companies 
immediately,  the  shares  are 
likely  to  be  seen  as  something  of 

a   proxy  for  the  health  of  the 
European  IT  industry- 

The  initial  public  offering 

values  the  Darmstadt-based 
group  at  €783m  (DML5bn)  and 
Involved  the  sale  of  lA5m  shares 
on  the  Frankfurt  stock  exchange 
for  €4S6m.  According  to  Lehman 

Brothers,  global  co-ordinator,  this 
was  the  largest  ever  initial  public 
offering  of  a   software  company.  It 
attracted  institutional  investors 
in  Germany,  the  rest  of  Europe 
and  the  US  as  well  as  retail 
investors  in  Germany,  and  was 
viewed  as  a   success,  particularly 
given  the  current  challenging 

and  volatile  market  sentiment. The  IPO  comes  at  an 

interesting  time  for  the  European 
computer  software  and  services 
sector.  While  Europe  generally 

lacks  big  hitters  in  the  software 
products  markets,  its  services 
sector  is  powering  ahead. 

European  IT  services 
companies  in  particular 
continued  to  outperform  their  US 
counterparts  over  the  past  12 

months,  according  to  figures  - 
prepared  by  Regent  Associates, the  London-based  IT  mergers  and 

acquisition  specialist  and  show higher  valuations  reflecting  the 

strong  growth  rates  experienced 
in  Europe  over  the  period. 

Contrary  to  the  historic  norm, 
European  services  companies  are 
now  valued  at  32  times  earnings, 

compared  with  24  times  earnings for  US  companies,  and  two  times 
their  revenues  (LI  for  the  US). 

The  top  10  European  IT  services 
companies  are  valued  at  60  times 

earnings  and  four  times  sales while  their  US  counterparts  get 

36  times  earnings  and  3.7  times 
sales.  Although  the  Top  10  US 

companies  make  a   marginally 
better  return  on  sales  (6.6  per 

cent  against  5.8  per  rent),  the 

European  services’  companies  are 
on  average  more  profitable.  Led 

by  Cap  Gemini,  which  is 
preparing  for  a   New  York  listing, 
services  companies  such  as 
Altxan  Technologies  and  Serna 

Group  are  sustaining  high 
growth  rates  and  are  preparing  to 

penetrate  the  US  market  ' Regent  Associates  notes  that within  the  US  top  10.  price/ 

earnings  ratios  are  more  tightly 
clustered  around  the  median 
value,  while  the  variation  is 
much  more  pronounced  in 
Europe.  The  figures  appear  to 

confirm  that  the  market  in 

Europe  is  stni  more  localised,  and 
less  competitive  than  the  US. 

A   study  by  Aodereen  Consulting provides  an  interesting  insight 

into  senior  executives'  internet 
usage  around  the  globe  and  their 
comfort  level  using  the  web. 

The  study,  based  on  a   poD  of 
1,700  chief  executives,  chief finance  officers  and  chief 
information  officers  among 

Fortune  1,000  companies  in  24 
countries,  confirms that  the 

geographic  gap  in  access  and 
usage  among  top  executives  is 
closing;'  but  that  differences  in 
how.  and  how  often,  executives 
in  various  countries;  use  the  web 

remain. For  example,  while  mere 
Japanese  senior  executives  are 

going  online  at  least  once  a   week 
(81  per  cent  in  1998  compared 
with  72  per  cent  in  1997),  they 
continue  to  be  least  comfortable 
using  the  web  and  rarely  use  it 
for  online  shopping.  Only  15  per 

cent  of  Japanese  executives 
expressed  comfort  using  the  net 

and  only  13  per  cent  have  ever 
shopped  on  the  web.  In 

comparison,  almost  two-thirds  of American  executives  have 

shopped  for  goods  online, 

significantly  higher  than  the global  average  of  nearly  50  per 
cent 

While  the  stark  difference 

could  reflect  language  factors  - 
the  internet  remains 

predominantly  an  English language  medium  -   it  may  also 
reflect  cultural  and  other 
differences  that  could  have 

important  Implications  for  future 

corporate  financial  and  national 
economic  performances.  As 
Andersen  notes,  the  increased 

web  usage  at  senior  level 
elsewhere  may  translate  into 
executive  support  for  the  rapid 

expansion  of  electronic commerce  that  is  widely 

predicted. 

Globally,  the  study  shows  that 
executive  access  to  the  net 
increased  slightly  last  year,  from 

90  per  cent  to  92  per  cent  With 
the  convergence  of  computing, 
communication  and  content 
technologies  revolutionising  the 

way  business  and  government  is 
conducted.  It  is  no  surprise  that 
more  senior  executives  are  online 
more  often,  said  Rudy  Puryear. 

in  charge  of  e-commerce  at Andersen.  What  is  surprising  is 

how  rapidly  the  global  field  of 

play  is  levelling  for  executives who  understand,  appreciate  and 
use  the  technology.  The 

challenge  now  is  to  bring e-commerce  Into  their  companies. 

With  product  cycles  continuing to  shorten  in  the  IT  industry  and 

PC  penetration  growing,  the issue  of  recycling  has  inevitably 

moved  to  the  fore.  The environmental  legacy  created  by 

one  particularly  poisonous 

component,  the  cathode  ray  tube 
incirip  traditional  screens,  is  well 

documented.  British  businesses 

have  already  braced  themselves 
for  the  bill  to  safely  dispose  of 

the  estimated  500m  old-style CRTs  from  PC  monitors  and 

televisions  still  in  use. 

The  European  Union 
legislation  on  the  disposal  of 
CRTs  Is  well  understood,  but  we could  be  heading  for  a   bigger 

nightmare.  Flat  panel  display 

screens  are  widely  expected  to 

replace  CRTs  over  the  next 
decade  but  much  less  is  known 
about  their  contents  or  how  to 

dispose  of  them  safely  -   an  issue that  is  already  with  us  given  the 

relatively  short  lifespan  of 

portable  PCs. 

The  advantages  of  buying  flat 
screen  displays  are  dear,  says 

Jon  Godfrey,  commercial  director at  Technical  Asset  Management 

one  of  Britain's  leading  IT 

recycling  companies.  It  is  known, 
however,  that  flat  screens including  liquid  crystal  displays 

(LCDs)  contain  a   number  of 
chemicals  and  gases.  What  little 

we  know  suggests  there  may  be  * some  very  unfriendly  substances. 
But  one  of  the  problems  is  the 

secrecy  surrounding  the manufacture  of  LCD  screens,  a 

technology  still  in  Its  infancy. 

Flat  panel  displays  could  be worse  than  anything  we  have 
seen  so  far,  says  Mr  Godfrey.  The 
lifespan  of  current  flat  panel 
monitors  is  much  shorter  than 
conventional  screens.  That 

means  we  are  sitting  on  a 

problem  that  is  going  to  escalate 

very  quickly. 
A   proposed  EU  directive  would require  manufacturers  to  provide 

IT  recyclers  with  special  manuals 

and  guidelines  for  the  safe 
disposal  of  any  hazardous 
materials  they  may  contain.  Such 
a   move  should  be  welcomed.  But 
as  Claire  Snow,  director  of  the 

Industry  Council  for  Electronic 
and  Electrical  Recycling,  notes,  it 
is  essential  to  know  what  these 

flat  screen  displays  are  made  of  if 
they  are  to  be  recycled,  and  for 
any  hazardous  substances  to  be 
disposed  of  safely. So  manufacturers  and  the 

recycling  industry  have  to 
work  together.  We  need  to  be 

ready  and  have  a   clearer 
understanding  of  what  Is 
involved  well  before  legislation 

comes  into  force. 

PUBLIC  NOTICE 

NOTICE  PUBLISHED  BY  THE  SECRETARY  OF  STATE  UNDER 

SUBSECTIONS  8(5)  AND  10(6)  OF  THE  TELECOMMUNICATIONS 
ACT  1984 
The  Secretary  of  Stale  hereby  gives  notice  as  foflowi. 

1.  He  proposes  to  gram  licences  under  die  Tekcommunicaiioni  Ad  1984  (“the  AcT)  to  Netkcoect 
Commnnicaiions  Limited  and  Rateflame  Limited  fibc  Licensees")  to  nm-ieiemrlrniinigatinn  systems  in  the 
United  Kingdom.  The  licence  to  be  ginned  to  Netkonect  Conununtcatiou  Limited  win  be  for  a   period  of  six 

months,  thereafter  being  subject  to  revocation  on  one  month's  notice.  The  Licence  to  be  granted  to 

Raieflame  Limited  will  be  for  a   period  of  25  years  subject  to  earlier  revocation  in  specified  circumstances. 

2.  The  principal  effect  of  the  licence  to  be  granted  to  Netkonect  CoramunicaDons  Limited  will  be  to  enable  the 

Licensee  to  install  and  ran  leleconunsnication  systems  in  the  United  Kingdom  which  may  be  connected  u» 

telecommunication  systems  outside  the  United  Kingdom,  and  to  provide  a   wide  range  of  services  but  not  any 
domestic  services  (Le.  services  involving  the  conveyance  of  messages  which  originate  and  are  subsequently  to 
terminate  in  the  United  Kingdom)  or  mobile  radio  services.  This  licence  authorises  connection  to  a   wide  range 
of  other  systems,  including  earth  orbiting  apparatus.  The  principal  effect  of  the  Licence  to  be  granted  to 
Rateflame  Limited  win  be  to  enable  them  id  install  and  run  telecommunication  systems  throughout  the  United 
Kingdom  and  provide  a   wide  range  of  services  but  excluding  mobile  radio  services  and  certain  international 

services.  This  licence  also  authorises  connection  in  a   wide  range  of  ocher  systems,  including  earth  orbiting 
apparatus,  allowing  the  provision  of  some  types  of  international  service.  On  securing  a   share  of  25%  or  mate 
of  the  market  in  respect  of  particular  services  in  an  area  specified  by  the  Director  General  of 

Telecommunications,  Rateflame  Limited  may  be  obliged  to  make  available  those  telecommunication  services 
to  all  who  reasonably  request  them  within  that  area. 

3.  Each  licence  will  be  subject  to  condinooj  such  that  section  8   of  the  Act  will  apply  to  it,  thereby  malting  each  of 
the  systems  ran  under  each  licence  eligible  for  designation  as  a   public  telecommunication  system  narfw  section 

9   of  the  Act.  It  is  the  intention  of  the  Secretary  of  State  to  designate  each  of  tire  Licensees'  systems  as  a   public 
telecommunication  system. 

4.  The  Secretary  of  State  proposes  to  grant  each  licence  in  response  loan  application  from  each  Licensee  for  such 
a   licence  because  be  constdenihai  ft  will  help  to  satisfy  demands  in  ihe  United  Kingdom  for  the  prerriaton  of 
services  of  the  type  authorised,  will  promote  the  interests  of  consumers  in  respect  of  the  quality  and  variety  of 
such  services,  and  will  maintain  and  promote  effective  competition  between  those  engaged  cn  the  provision  of 
telecommunication  services. 

S   He  proposes  to  apply  the  telecommunications  code  (“the  Code")  to  Rateflame  Limited  subject  to  certain 
exceptions  and  conditions  throughout  the  United  Kingdom.  The  effect  of  the  exceptions  and  conditions  to  the 
application  of  the  Code  is  that  Rateflame  Untied  will  have  duties; 

fa)  to  conqtly  with  various  safety  and  environmental  conditions,  in  particular  (with  certain  exceptions)  to 

install  lines  underground  or  only  oa  such  above-ground  apparatus  as  is  already  installed  for  any  purpose; 

fb)  to  comply  with  conditions  designed  to  ensure  efficiency  and  economy  on  its  pan  ■   in  connection  with  the 

execution  of  works  on  land  contenting  the  installation,  rauMenance.  repair  or  alteration  of  its  apparamr. 

(c>  to  consult  certain  public  bodies  before  exercising  particular  powers  under  the  Code,  including  the  local 
pluming  and  highway  authorities  and  English  Nature.  Scottish  Natural  Heritage,  the  Countryside  Council 

for  Wales,  the  National  Tntsi  and  the  National  Trust  for  Scotland,  as  wtil  as  relevant  electricity  suppliers; 

Id)  to  keep  and  make  available  reconis  of  the  locatiou  of  underground  apparatus  and  copies  of  the  exceptions 
and  conditions  in  its  licence  to  its  powers  under  the  Code;  rad 

(e)  to  ensure  that  sufficient  funds  are  available  to  meet  certain  liabilities  arising  {ran  the  execution  of  street 
works. 

6.  The  reason  why  the  Secretary  of  State  proposes  to  apply  the  Code  to  Raieflame  Limited  is  that  Rareflarn: 

Limited  will  need  the  statutory  powers  in  the  Code  to  install  and  maintain  the  urieexunmunreanon  systems 
which  are  to  be  installed  and  run  under  its  proposed  license. 

7.  The  reasons  why  it  is  proposed  that  the  Code  as  applied  should  have  effect  subject  to  the  exceptions  and 
conditions  referred  to  above  are  that  they  are  considered  requisite  or  expedient  for  the  purpose  of  securing  that 

the  physical  environment  is  protected,  that  there  is  no  greater  damage  to  land  than  necessary,  that  file  systems 

are  installed  as  safely  and  economically  as  possible,  and  that  Rateflame  Limited  can  meet  (and  relevant  persons 
can  enforce)  liabilities  arising  from  the  execution  of  works. 

8.  Representations  or  objections  may  be  made  in  respect  of  the  proposed  licences,  die  ippticalioa  of  the  Code  to 
Rateflame  Limited  and  the  proposed  exceptions  and  conditions  referred  to  above.  They  .should  be  made  in 

writing  by  27  May  1999  and  addressed  to  the  undersigned  atthcDcpartnmiofTrade  and  Industry. 

Communkauhms  and  Information  Industries  Directorate,  2.80  Grey,  151  Buckingham  Palace  Road,  London, 

5W1W  9SS.  Copies  of  the  proposed  licences  can  be  freely  obtained  by  writing  io  the  Department  or  by  calling 
0171-215  1756. 

Alan  Proud 

Department  of  Trade  and  Industry  28  April  1999 

Hairy  issue  highlights  dilemma 
Financial  services  regulators  are  facing  the  old  quandary  over  whether  to  fill  the 

industry’s  rule  book  with  general  principles  or  more  detailed  prescription 
Last  week  the  UK  Financial 
Services  Authority  published 
its  first  occasional  paper,  on 
The  Economic  Rationale  of 
Financial  Services 
Regulation.  Gripping 

reading,  at  least  for  those 
who  find  meetings  of  the 
Association  of  City 

Compliance  Officers  the 
social  highlight  of  the  year. 

For  the  rest  of  us,  it  may 
be  more  fan  to  think  about 
beards  and  the  customs  of 
Oxford  university  senior 

common  rooms  -   and  the 
lessons  they  offer  for  the 
economic  rationale  of 
financial  services  regulation. 

It  is  not  long  since  a 
French  cultural 

anthropologist  came  to Oxford  to  help  us 

understand  the  differences 
between  the  business 
environment  in  different 
countries.  (We  do  not  share 
the  fashionable  perception 
that  the  new  international 

manager  can  operate  in  the 
same  way  wherever  Ik  or 
she  finds  herself).  The 
anthropologist  began  by 

describing  the  rules  for 
determining  seniority  in  an 

American  factory,  rules  that 
had  been  the  subject  of  long 

negotiation  between 

company  and  unions. 
Seniority  was  based  on 

date  of  Joining  the  employer. 
If  two  or  more  employees 

arrived  on  the  same  date, 
their  relative  seniority 

was  determined  by  the 
alphabetical  order 

of  their  surnames. 
However,  if  an  employee 

changed  his  or  her  surname 
after  (though  not  before)  the 
date  of  joining,  seniority  was 
not  affected.  If  Miss 

Zybrowski  married  Mr 
Aardvark  and  adopted  his 
name,  she  gained  nothing  in 
terms  of  workplace  rights.  If 
her  brother  married  her 
sister-in-law.  once  more 
nothing  was  changed. 

The  audience  laughed,  as 
they  were  intended  to,  at  the 
absurdity.  But  we  need  to  be 

careful. The  seniority  rules  at  the 
American  company  were 

exactly  the  rules  that 
deferable  seniority  in  the 

Oxford  common  room.  You 
will  not  find  these  principles 

set  out  anywhere,  but  woe 
betide  the  unwary  newcomer 
who  mistakenly  sits  In  the 

senior  fellow's  chain  or  the 
established  fellow  who 

thinks  they  can  ascend  the 
ladder  of  seniority  by 
changing  their  name.  What 

the  English  listeners  found 
absurd  was  not  that  such 
behaviour  should  exist,  but 

that  anyone  would  go  to  the 

trouble  of  writing  the  • 
conventions  down. The  exchange  illustrated 

different  approaches  to 
rulemaking,  each  consonant 

with  the  particular  culture 
from  which  they  have 

emerged.  You  can  seek 
definition,  and  insist  on  due 
process:  but  in  doing  so 
create  bureaucracy  and  lose 

flexibility.  And  you  have  to choose. 

American  regulation 
demonstrates  one  choice.  If 

you  thought  American 

employers  were  free  of burdensome  rules,  think 
again.  Be  sure  you  are  aware 
of  paragraph  (gXDOXA)  of 
the  Occupational  Safety  and 

Health  Administration’s (OSHA)  rules  on  respirators, 

which  prohibits  you  from 
allowing  tight-fitting respirators  to  be  worn  by 

employees  who  have  “fecial hair  that  comes  between  the 
sealing  surface  or  the  face 

piece  and  the  face".  (Federal Register,  January  1988.) 

Beards,  in  other  words. 
But  also  stubble.  The 

OSHA  did  not  adopt  this 
regulation  without  careful 
research.  They  supported 

studies  in  which  volunteers 

grew  beards  over  an 
eight-week  period, 
submitting  to  regular  tests 
of  how  well  their  respirators 

fitted. 

Following  these 
experiments,  it  was  able  to 

conclude  that  "individuals 
with  excessive  facial  hair, 

including  stubble  and  wide 
sideburns,  that  interfere 
with  the  seal  cannot  expect 
to  obtain  as  high  a   degree  of 

respirator  performance  as 

clean-shaven  individuals". 
So  it  promulgated  rules 

referring  to  the  size, curliness  and  texture  of  the beard. 

British  regulation  of  the 

same  issues  takes  the 

opposite  pole.  A   UK employer  must  engage  in  a 

risk  assessment.  "The 
purpose  of  the  risk assessment  is  to  help  the 

employer  determine  what measures  should  be  taken  to 

comply  with  duties  under the  relevant  statutory 

provisions."  (UK  Health  and 
Safety  Regulations  1992). And  that  is.  essentially,  it 
You  are  in  breach  of  the 
regulations  if  you  have 
failed  to  engage  in  the  risk 

assessment  or  have  not adopted  appropriate 
measures  in  the  light  of  tt The  Health  and  Safety 
Executive  will  advise  and 
encourage,  but  what  you  do 
is  up  to  you.  Only  beware  of criminal  penalties  if  you  get 

it  wrong. 

The  American  structure 
tells  you  what  you  must  do, 
the  British  system  leaves 
responsibility  with  the 
employer.  The  American structure  provides  legal 
certainty,  but  at  the  cost  of 
complexity,  irrelevance  and 
the  stifling  of  any 

imagination  or  initiative. 
And  that  is  the  basic 

choice  in  financial  services 
regulation.  Should  we 
prescribe  general  principles, 
and  leave  it  to  companies  to work  out  the  basis  of 
implementation:  or  should 

we  offer  detailed 
prescription  as  to  how 
business  should  be conducted?  Neither  answer 

Is  universally  right 

Go  for  specific  regulation 
of  behaviour  when  the 
objective  and  content  of  the rule  are  obvious,  where  it  is reasonably  easy  to  see 
whether  or  not  the  rule  has 
been  implemented,  and 
where  the  content  and 

purpose  of  the  rule  are unlikely  to  change  much over  time.  So  we  need  rules 
to  say:  do  not  release  too 
much  smoke  into  the 
atmosphere;  do  not  sell  food which  contains  poisonous 
substances;  keep  clients' money  separate  from  your 
own. 

Go  for  general  principles 
when  the  purposes  of  the 
rule  are  more  complex, 
where  its  application 

feOuires  business  knowledge the  regulator  cannot  have, 

where  observance  is  difficult 
to  monitor,  and  where 

technology  and  markets 
unply  that  the  rule  book must  change  frequently.  So we  should  leave  it  to  those 
in  the  factory  to  decide  how touch  stubble  is  acceptable m   the  workplace,  what  is best  advice,  and  what 
information  should  be  given to  customers. 
And  never  forget  your 

obligations  under  the  OSHA: use  a   long-handled  tool  to 
Pick  up  items  you  drop  into a   confined  space. 



V 

•   r, 

f 

TIMES  WEDNESDAY 

INANCIAL  times  survey 

APRIL  28  1999 

11 

sAj* ,»•  i . ••••  .-‘v.-.V 

\( 
in 

world 

*   t 
s   v. 

ii  lemma 

■f 

>» 

NDIAN  BANKING  AND  FINANCE WEDNESDAY  APRIL  28  1999 
Annual  report 

Political 

upheaval  is 
'   hindering 
reforms 
The  fall  ofihe  Indian  government  has 
dashed  hopes  that  the  worst  is  over 
after  three  years  of  slow  growth  and 
limited  progress  on  economic  reform, 
writes  Krishna  Guha 

r} 

r\ 

The  curse  of  political 
instability  has  returned  to 
haunt  India  with  the  fall  of 
the  Bharatiya  Janata  Party- 
led  government. 

On  Monday,  K Jl.  Naray- 
anan. the  president,  dis- 

solved parliament  and 
ordered  new  elections,  put- 

ting an  end  to  10  days  of 
frantic  political  manoeu- 

vring. Congress,  the  main 

opposition  party,  had  strug- 
gled in  vain  to  forge  an  alter- 

native government  It  failed 
to  secure  the  support  of 
regional  parties  which  hold 
the  balance  of  power  in 
Delhi. 

Months  of  uncertainty  and 
decision-making  paralysis  lie 
ahead.  It  may  not  he  possible 
to  hold  elections  before  the 

monsoon  ends  in  September. 
"There  is  no  doubt  that  the 
entire  process  of  economic 
reform  has  been  pushed 

back."  says  Yashwant  Sinha, 
outgoing  finance  minister. 

Investors  drew  some  com- 
fort from  the  recent  passage 

of  the  BJP's  market-friendly 
budget  by  consensus.  Blit 
the  fail  of  the  government 
dashed  hopes  that  the  worst 
was  over  after  three  years  of 
slow  growth  and  limited 

progress  on  reform. 
In  the  first  three  months 

of  the  calendar  year  the 
benchmark  BSE-30  index 

rose  22  per  cent  This  fol- 
lowed signs  that  the  BJP  had 

mastered  the  art  of  coalition 

government  an$  returned  to 

economic  orthodoxy  after  a 

year  of  ill-fated  forays  into 
industrial  policy  and  med- 

dling in  the  affairs  of  state- 
owned  companies  and  banks. 
A   spirit  of  optimism  swept 

Bombay,  the  financial  capi- 
tal. Advertisements  for 

mutual  funds,  boasting  spec- 
tacular returns  on  invest- 

ments in  software  and  other 
sun-rise  industries,  sprang 

up  across  the  city. 
The  advertisements  are 

still  there,  but  the  heady 
hopes  of  the  Bombay  spring 
have  evaporated.  In  the  first 
three  weeks  of  April  the 
BSE-30  index  fell  about  10 
per  cent,  with  a   further  5   per 
cent  fall  on  Monday,  while 
other  Asian  markets 
marched  ahead 

Investors  ere  left  to  spec- 
ulate what  policy  pro- 

gramme a   future  administra- tion will  undertake.  The 

prospects  for  structural 
reforms,  such  a a   the  opening 

up  of  the  insurance  sector 

and  strategic  sales  of  state- 
owned  industry,  look  poor, 
at  least  until  a   new  election. 

Important  administrative 
decisions  also  face  serious delays. 

Whoever  comes  to  power 

faces  an  uphill  battle  to  stir 
life  into  the  economy.  After 
three  consecutive  years  of  7 

per  cent  growth  in  the  mid- 
1990s,  growth  fell  hack  to 
about  5   per  cent  -   the  figure 
most  independent  econo- 

mists quote  for„last  year.. 

investments  ft  financial  assets 

AsKrfGDP 

10. 

■   Shaes  and  debentures 

8.59  Contractual  savins*  — 
Bank  deposes  and  cash 

6   

1993 

‘AS* 

— i 

'.-SJ 

Hr'  •   I 

1094 

19B5 

SmtomlMtfaBh 

19S8  1997  1998 ■   PiDMknt  tads  ac.  fc  msaancs 

Political  rtvate  Sonia  Gandhi,  Congress  Party  leader  and  Atal  Behari  Vajpayee,  caretaker  prime  minister AP  petme:  maage  b*  PMp  Hunt 

Official  figures  are  a   little 
more  upbeat.  The  Central 

Statistical  Organisation  esti- 

mates last  year's  growth  at 5.8  per  cent,  up  from  5   per 
cent  the  previous  year.  But 
this  improvement  stems 

entirely  from  growth  in  agri- 

culture. Industrial  growth  last  year 
fell  from  65  to  3.9  per  cent 
Fresh  capital  investment  by 

companies,  at  Rs  600bn,  was 
63  per  cent  lower  than  in 
1995-96  and  33.7  per  cent 

down  on  1997-98. 
Foreign  direct  investment 

Rs  65bu  for  the  first  10 
months,  was  down  29  per 

cent.  77m  paramount  need  is 
to  raise  industrial  growth, 

says  Bimal  Jalan,  governor 
of  the  Reserve  Bank  of  India. 
Government  expenditure 

swallows  the  lion's  share  of 
household  savings  and  is 

increasingly  spent  on  sala- 
ries, subsidies  and  loan 

repayments,  rather  than  cap- ital investment 
Gross  market  borrowing 

hit  a   record  Rs  S40bn  last 

year.  Rs  3llbn  more  than  in 
1997-98  and  Rs  I50bn  over 
budget.  The.  supply  of  credit 

to  the  productive  sector  of 

the  economy  is  further  con- strained by  serious  problems 
within  the  banking  sector. 

Banks  and  other  financial 
institutions  are  struggling  to 

digest  a   wave  of  bad  debts 

from  industrial  loans  marip in  the  early  1990s,  when 
deregulation  and  easy 

money  prompted  a   race  for 
scale.  Many  of  these  loans 
soured  after  cost  overruns,  a 
decline  In  domestic  growth 

and  sharp  fans  in  world  com- 
modity prices  following  the pmerging  markets  crisis. 

“If  you  take  the  growth  in 
hank  deposits,  it  has  been 

phenomenal  -   Rs  l,250bn 
last  year,"  says  Deepak 
Parekh,  chairman  of  Hous- 

ing Development  Finance 

Corporation.  "But  what  are hanks  doing  with  these 

deposits?  They  are  not  find- 
ing avenues  for  investment Instead,  they  are  playing 

safe  and  buying  government 

paper." 

For  the  past  five  years  the 
capital  markets  have 
remained  depressed.  The 
proportion  of  savings 
invested  in  shares  fell  from 

15  per  cent  of  gross  domes- tic product  in  1983  to  05  per 
cent  in  1986. 

Many  industrial  compa- nies last  raised  equity  in 

1993  or  1994.  Since  then,  they 
have  relied  on  debt,  result- 

ing in  mounting  interest 
charges.  “Now  is  the  time 
that  they  win  have  to  raise 

equity  or  they  will  not  sur- vive," says  Nimesb  Kam- 
pani,  chairman  of  J   M   Mor- 

gan Stanley. 
In  its  13  months  in  office, 

the  BJP-led  government 
made  two  very  different 

attempts  to  kick-start  the 
economy.  Its  first  budget 
tried  to  trigger  a   recovery 

through  highar  public  spend- 

ing, greater  protection  and 
sops  for  troubled  Industries. 
It  failed. 

This  year,  the  BJP  turned 
to  the  capital  markets  as  the 
focus  of  its  second  budget. 
“A  vibrant  capital  market  is 

essential,"  says  Mr  Sinha.  He 
hoped  to  engineer  a   revival 

in  the  markets  which  would 
drive  recovery  in  the  real 
economy. 

The  strategy  had  several 

components  -   carefully  tar- 

geted tax  breaks,  a   bail-out 
for  Unit  Scheme  64.  the  trou- 

bled investment  fund,  inter- 
est rate  cuts  and  promises  of 

structural  reforms  to  boost 

exports  and  foreign  invest- 
ment "The  financial  sector  was 

the  one  Which  got  maximum 
advantage  from  the  budget" says  Hemlndra  Kothari, 
chairman  of  DSP  Merrill 

Lynch.  "It  is  extremely  posi- 
tive for  the  mutual  fund 

industry." 

The  budget  cuts  capital 
gains  tax  from  20  per  cent  to 

10  per  cent  makes  mutual 
fund  dividends  tax-free  in 
the  hands  of  investors  and 

gives  further  tax  concessions 

to  equity  fluids  for  the  next 
three  years. Mr  Kothari  says  private 
sector  funds  could  double  in 

size  in  the  next  two  years. 
"It  will  create  a   new  force  in 

the  capital  markets,”  he  pre- dicts. 
Investment  bankers  feel 

the  outgoing  government 
was  right  to  try  to  divert 
savings  from  the  clogged 

banking  system  to  the  capi- 
tal markets.  "The  money 

was  going  into  the  wrong sectors,"  says  Delay  Kotak, 
vice-chairman  of  Kotak 

Mahindra.  Goldman  Sachs' 
affiliate  in  India.  “Resources 
are  more  effectively  allo- 

cated through  the  market" However,  it  is  not  clear  if 
tax  incentives  alone  can 
manufacture  a   sustained 

capital  market  revival  in  the 
absence  of  better  fundamen- 
tals. 
The  budget  does  little  to 

remedy  the  banks'  problems 
and  may  even  make  their 
difficulties  worse.  Public  sec- 

tor banks  with  bloated  cost 
structures  will  struggle  to 
match  returns  offered  by 

tax-favoured  mutual  funds. 

So.  too,  will  the  development 
financial  institutions.  These 

term  lenders  have  lower 

costs,  but  no  access  to  cap- tive rural  savings.  And.  if 
debt  markets  develop,  more 

companies  win  have  alterna- 

tives to  bank  loans.  “Disin- termediation is  a   big  chal- 
lenge.” says  M   S   Verma. 

former  chairman  of  State Bank. 

"In  the  past  three  years, 

this  challenge  has  not  inten- sified because  the  capital 
markets  have  not  been  very 

active.  But  as  it  starts  oper- 

ating it  will  have  a   very  seri- 

ous impact  on  the  hanks.” 

Pressure  on  margins  is 
already  severe.  There  is  a 

clear  danger  that  a   mount- 
ing number  of  banks  will 

find  their  profits  fall  below 
the  level  needed  to  write  off 
bad  debts.  Without  capital 

injections  they  will  be  effec- tively bankrupt. 
This  threat  is  driving  a 

fundamental  change  in  the 
relationship  between  banks 

and  corporate  borrowers. Lenders  are  pursuing  bad 

debts  with  unprecedented 

rigour,  seeking  to  recover 
security  and  imposing  tight 

conditions  on  new  credit. 

This  comes  at  a   time  when 

some  state-owned  institu- tional shareholders  are  also 

Hexing  their  muscles.  The 
demands  are  pushing  corpo- 

rate restructuring,  which 

may  in  time  help  both  asset 

quality  and  industrial  com- 
petitiveness. 

But  activism,  in  a   tightly 

confined  environment,  is  not 

enough  to  restore  India's 
financial  system  to  health. 
Reserve  Bank  officials  say 

radical  structural  reforms 
are  needed  such  as  reform  of 
socialist-era  bankruptcy  and 

labour  laws  and  further  pri- 
vatisation of  the  banks. 

They  want  lower  public 

spending  and  more  foreign 
investment  in  infrastructure 

to  brighten  prospects  for 
industry.  These  are  precisely 

the  kind  of  structural reforms  which  the  evolving 

political  equation  looks 
unlikely  to  deliver. Turn  to  next  page 

ECONOMIC  OUTLOOK  by  Mark  Nicholson  in  New  Delhi 

Uncertainty  prevails 
India’s  chief  structural  impediment  to 
growth  remains  the  perennial  problem  of 

its  high  fiscal  deficit 

If  the  gods  smile  on  India  - 
chiefly  in  the  form  of  a 

twelfth  successive  “good" monsoon,  beginning  in  June 

-   the  economy  will  this  com- 
ing year  edge  back  towards 

the  T   per  cent  GDP  growth 
rates  achieved  after  the  first 
flush  of  economic  reforms  in 
the  mid-1990s. 

That,  at  least,  is  what  the 

Bharaeiya  Janata  Party-led 
government  was  budgeting 
for.  And  there  were  indeed 
modest  signs  they  were 

right,  and  that  India’s  lum- bering economy  was  cau- 
tiously regaining  momentum 

after  two  disappointing 
years  of  slow  industrial  and 

export  growth. 
Then  came  the  govern- 

ment’s ouster  in  mid-April 
and  tbe  return  of  the  blight 
of  political  uncertainty 
which  has  sporadically 

dogged  the  Indian  economy 
for  the  better  part  erf  four 
years.  As  this  survey  goes  to 
press,  it  remains  unclear 

whether  the  new  administra- 
tion will  be  able  to  revive 

jolted  business  sentiment. 
The  BJP's  largely  popular 
budget,  at  least,  was  passed 
unchanged. 

According  to  estimates  in 

that  budget,  GDP  growth  for 

the  fiscal  year  just  ended 
will  recover  slightly  to  55 

per  cent  from  5.1  per  cent  a 
year  earlier,  driven  by  a 

strong  rebound  in  agricul- 
tural output- 1“  ids  Fehrnaiy 

budget.  Yashwant  Sinha, 

finance  minister,  reckoned 

on  growth  this  year  of  6.7 

per  cent  to  7   per  cent,  with 

inflation  at  comparable  lev- 
els over  the  next  12  months. 

Most  private  jector  econo- 
mists are  less  sanguine,  esti- 

mating growth  rates  around 

5   per  cent  next  year.  But 

even  they  are  now  charting 

some  signs  of  life  in  central 

sectors  of  the  industrial 

economy,  now  well  into  a 

third  year  of  sluggish growth-—  , 

Commercial  vehicle  sales, 

for  example,  have  posted 

strong  growth  in  the  fi
rst 

two  months  of  the  year. 

Cement  production,  another 

lead  indicator,  are  also  into 

their  fourth  successive 
month  of  growth,  averaging 

more  than  9   per  cent  for  the 
period.  Moreover,  output  of 
staple  foodgrains,  including 
wheat  and  rice,  could  tap  a 
record  200m  tonnes  by  the 
time  the  harvest  is  gathered 
in.  Tbe  hope  is  that  highar 
rural  incomes  -   60  per  cent 
of  Indians  still  work  on  the 
land  -   will  drive  consumer 

demand,  setting  the  econ- 
omy on  a   more  virtuous  cir- cle. 

Exports,  too,  are  showing 
modest  signs  of  life  after  two 
disappointing  years.  Though 
average  export  growth  over 
the  last  fiscal  year  may 

prove  fiat  or.  even  slightly 

negative,  values  in  dollar 
terms  have  perked  up  since 

November,  showing  succes- 
sively growth  rates  of  35  per 

cent,  6.7  per  cent  and  85  per 
cent  in  January,,  the  latest 

figures  available.  All  of 
which  comes  as  some  relief 
to  an  economy  which .   was 
already  crawling  before  the 

buffeting  of  the  Aslan  eco- 
nomic crisis,  the  effects  of 

winch  on  India's  still  fairly 
dosed  economy  were  modest 

and  mostly  manageable  - 
the  rupee,  for  example,  grad- 

ually lost  around  17  per  cent 
against  the  dollar  over  the 
period,  but  without  any 
alarming  falls. 

Mr  Sinha  also  sought  in 
his  budget  to  offer  further 
stimuli  to  growth,  particu- 

larly through  fiscal  incen- tives in  the  housing  sector, 

which  the  government 
believes  will  prove  a   strong 

jump  primer  for  wider 

growth,  and  a   raft  of  fresh 
Incentives  to  agricolture- 

Days  after  the  budget,  the 

governor  of  the  Reserve Bank  of  India,  the  central 
linnkj  chimed  in  by  cutting 

base  interest  rates. 
Altogether,  Mr  Sinha  and 

his  ministry  team  did  much 

to  Improve  India's  economic 
mood  -   as  indicated  by  the 

pleas  from  industry  during 

the  recent  political  crisis  for 
the  budget  to  be  left  intact 

A   more  open  question, 

though,  is  the  view  of  for- 

eign investors,  whose  wari- 

ness of  India  was  apparent 
well  before  the  latest  lurch 
into  political  uncertainty. 
Portfolio  Investment  into 

India,  for  example,  was  nega- 
tive last  year,  for  the  first 

time  since  the  country 

opened  its  markets  to  for- 
eigners in  1993.  Foreign 

direct  investment,  of  direct 
and  considerable  importance 

in  addressing  India’s  chronic infrastructure  problems,  is 

also  down  -   with  actual 

flows  between  April-Decent- 
her  1998  just  $l-5bn,  against 
J25fcn  for  tbe  period  a   year 

earlier. 
Direct  investment  remains 

a   particular  worry.  An 
authoritative  government 

survey  estimated  in  1996 
that  India  needed  a   total  of 
$345bn  of  foreign  investment 

between  then  and  2006  sim- 

ply to  address  core  infra- 
structural needs  -   that  is 

roads,  power,  telecoms,  ports 
and  urban  services.  In  this 
light,  FDI  hovering  at 
around  $15bn-J2bn  a   year,  is 

a   grave  failure. The  reasons  for  such  poor 

performance  eight  years  into 
an  ostensible  drive  to  attract 

foreign  funds  into  these  sec- tors are  complex  and  partly 
structural.  They  include 

flawed  policy  derisions,  pol- 
icy changes  and  a   prevailing 

uncertainty,  notably  in  tele- 

coms, over  unresolved  regu- 
latory issues,  political  diffi- culties in  exacting  economic 

user  fees  for  such  things  as 
power  and  water,  and 
tedious  and  awkward 
bureaucratic  procedures. 

Yet  drawing  considerably 

bigger  sums  of  foreign 
investment  may  prove  of 

increasing  importance  to 

India's  near-term  macro-eco- 
nomic performance,  and  not 

onto-  for  the  later  growth  it 
would  .   engender.  Bigger 
flows  will  be  vital  in  the 
next  few  years  to  shore  up 

India's  manageable,  but  vul- 
nerable, external  balances. 

Also  for  a   host  of  structural 
reasons,  India  cannot  count 
on  strong  export  growth  for 
the  next  few  years. 

Tbe  finance  ministry  reck- 
ons even  5   per.  cent  growth 

this  year  would  be  a   “good" performance.  In  this  lies  an 

acknowledgment  that  India’s 
exporters  face  tough  infra- 

structural hurdles,  still  lack 

international  competitive- ness and  quality  in  many 
sectors  and  are  effectively 
barred.  in  the  case  of  the 

legion  of  "small  scale  indus- 
tries" by  outdated  and  politi- 
cally motivated  restrictions 

from  large-scale  investment 

and  growth.  But  India's  chief structural  impediment  to 

growth  remains  the  peren- 

nial problem  of  its  high  fis- 
cal deficit.  Successive  gov- 

ernments have  laboured  and 

largely  failed  to  rein  in  a   def- icit which  last  year  exceeded 
a   target  of  55  per  cent  of 
GDP,  coming  in,  officially,  at 

65  per  cent  Some  western economists  believe  the  final 
figure  may  even  be  6.7  per 
cent.  Combine  this  with  the 

deficit  of  India's  state  gov- 
ernments, end  India’s  total public  sector  borrowing 

requirement  hovers  uneasily 
around  10  per  cent 

Achieving  the  fiscal  target 

rests  this  year,  as  in  previ- 
ous years,  on  meeting  a 

highly  ambitious  target  for 
disinvestment  Mr  Sinha  hac 
pledged  to  raise  no  less  than 
RslOObn  through  state  asset 
sales.  Even  senior  officials 

involved  In  India's  so  far 
unimpressive  disinvestment 

programme,  doubt  this  is 

possible. 
Last  year,  the  government 

took  credit  for  Rs90bn  in 
"dlsin vestmen  t "   receipts. 
But  virtually  all  of  this  was 
accounted  for  by  a   series  of 

highly  controversial  share 
buybacks  »r>d  cross-bolding 

among  India’s  biggest  public 
sector  oil  and  telecoms  com- 

panies. The  move  sharply 
hurt  share  prices  in  most 
quoted  public  companies, 

jaundicing  the  market's  view of  future  sales  of  public  sec- 

tor undertakings.  Mr  Sinha’s aim  was  to  reap  his  RslOObn 

largely  through  “strategic sales"  -   direct  placements  of 

equity  with  private,  and 
most  likely  foreign,  direct investors. 

The  proposed  disinvest- ment programme  looked 
ambitious  enough  before 
India's  latest  political  shifts. 

With  India's  fractured  parlia- 
ment now  more  delicately 

poised  than  ever,  it  may 

prove  a   considerable  chal- 
lenge to  press  ahead  with 

anything  like  as  ambitious  a 
plan  for  state  disposals. 
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Political 

turmoil 
from  previous  pafT^ 

Investors  hope  this  i
s  a   pass- 

ing phase,  a   problem
  of 

party  politics  in  a   bop
elrasly 

fractured  parliamen
t  ‘TVere 

moving  towards  a   two
-party 

system,  and  that's  
good  for 

reform."  says  an  inves
tment 

banker.  . 

perhaps.  But  regional  
and 

,   caste  parties  are  here  to 
 stay 

u:  and  the  obstacles  t
o  fiscal 

.'i*  retrenchment  and  job-
cut- 

ting restructuring  are  as 

H,r  much  social  as  pa
rty  politi- 

:*u  cal  in  nature. 

.Jo  Subsidies  and  public  se
c- 

nt,S  tor  jobs  provide  the  currenc
y 

oh  which  enables  India's  democ- 

'   racy  to  mediate  profound 

I*.:  social  change.  Every  emerg- 

ic  ing  interest  group  wins  its 

•i  -   share  of  the  cake.  The  imper- 
•»«„  ative  will  remain  whichever 

party  gains  power, 
a.:  The  radical  surgery  India 

._*»*  needs  looks  unlikely  to 
iJ  1   materialise.  This  does  not 
.a  mean  that  it  is  in  Imminent 

i~  danger  of  financial  crisis. 
•U*  The  external  environment  is 

-   r   benign,  with  strong  fund 
.ru  Dows  to  emerging  markets. 

Unlike  east  Asia  or  Brazil, 
-i-j  India  has  a   closed  capital 

■r-'x  account-  “There's  no  oppor- 
' « r   t unity  for  capital  flight. 

except  perhaps  to  gold,”  says --J  R   Ravimohan.  managing 
director  of  credit  rating 

agency.  CrisiL 
The  government  can  rede- 

fn-:  ploy  resources  from  the  prof- 
j**u,  it -making  sector  of  the  econ- 

omy to  meet  rupee  liabilities 
:-i  in  the  loss-making  sector  - 
-in  for  instance,  in  subsidies  to 
«« »-■  troubled  banks. 
No  However,  this  drain 
.vth  imposes  a   cost  which  is  the 

-•Lr  root  cause  of  India's  eco- 
nomic woes.  Industry  is 

n r   uncompetitive  in  part 
»_•  because  it  borrows  at 

</rv  uncompetitive  rates.  Capital 
w   accumulation  is  slow 

because  savers  receive  poor 
vrt  rates  of  return.  This  con- 
r.U  signs  India  to  a   low  rate  of 

growth. 
/CD  Five  per  cent  a   year 
rii  increasingly  looks  like  a 
:•»»  trend  rate  rather  than  a 

■'j.t  cyclical  low.  Foreign  inves- 
■itr  tore  are  beginning  to  think 
uv*.  out  the  consequences. 
•04  An  India  which  grows  at  7 
.0.1  per  cent  is  a   big  market  and 
Ik  j   an  emerging  world  power  by 
•   l4<  2020.  An  India  which  grows 
.b't  at  5   per  cent  remains  a   poor 
i:in  country. 
ton   

BANKING  SECTOR  by  Krishna  Guha  __
  :   -   ■' 

Tough  decisions rises 
□ereaulation  is  dismantling  the  barriers  which  separate  India’s  banks  and

  financial  institiitbhs, : bringing  them  into  competition  for  the  first  time ^   y   ^ I   chases  Spending  bn  credit  says. 

India's  banks  will  shortly  “The  private  sector  ban
ks  cnases.  apemmus  . 

announce  strong  profits  for  and  also  the  foreign  ba
nks 

the  last  financial  year.  But  are  getting  their  act 

the  figures  will  give  a   poor  together,"  says  M.S.Verm
a. 

reflection  of  the  underlying  ■   adviser  at  the  Reserve  Bank, 

profitability  of  the  banking 

yd 

sJ.T 

industry. 

Much  of  the  gain  will 

result  from  recent  cuts  to 

interest  rates,  which  allow 

banks  to  mark  to  market 

their  portfolio  of  government 
debt.  At  the  operational 

level,  the  picture  Is  much 
less  encouraging. 

Interest  margins  are  fall- 

ing throughout  India's  bank- ing ■   industry:  both  at  the 
banks,  and  at  the  financial 

institutions  (FIs),  which  tra- ditionally specialise  in  long 
term  loans  for  industry. 
Lenders  are  awash  with 

funds,  but  find  little  demand 
for  industrial  credit  Deposi- 

tors have  become  increas- 
ingly price-sensitive,  forcing 

banks  to  compete  on  savings 

rates. 
Liberalisation  bas  brought 

competition  to  what  was 
once  a   tightly  administered 
market  for  savings  and 
loans.  But  little  has  been 

done  to  Increase  banks'  abil- ity to  cut  costs.  Many  banks 
with  large  branch  networks 
-   built  up  at  a   time  of 
nation-building  with  the  goal 
of  bringing  banking  to  a 
rural  India  of  money-lenders 
and  gold  -   are  struggling  to 
remain  In  profit. 
“With  economic  reform 

taking  place  lots  of  chal- 

lenges have  been  created,” 
says  G.G.Vaidya,  chairman 
of  State  Bank  of  India. 

“Competition  has  increased. 
New  players  have  come  into 
the  field  and  margins  are 

under  severe  pressure." Net  interest  margins  at 
State  Bank,  for  instance,  fell 
from  401  basis  points  three 
years  ago,  to  357  basis  points 
in  the  following  year,  and 
narrowed  farther  last  year, 
he  says. 
The  rise  in  competition 

has  a   number  of  causes. 

Deregulation  of  interest 

rates  has  prompted  India's 
public  sector  banks  to  com- 

pete with  each  other.  They 
face  a   tough  challenge  from 
a   new  generation  of  private 
sector  banks  and  foreign 

banks  in  India's  cities. 

They  are  using  new  bank- 

ing technologies  -   auto- 
mated teller  machines,  plas- 

tic cards,  telephone  banking 
-   to  win  market  share  from 

a   small  cost-effective  branch 
network.  Meanwhile,  deregu- 

lation Is  dismantling  the  bar- 

riers which  separate  India’s hanks  and  financial  institu- 

tions -   bringing  them  Into 
competition  for  the  first 

time. 
At  present,  this  competi- 

tion is  only  at  the  margins, 

due  to  differences  in  the  lia- 
bility profile  of  banks  and 

FIs.  But  competition  is  tak- 
ing place.  Industrial  Credit 

and  Investment  Corporation 

(ICICI)  and  Industrial  Devel- 
opment Bank  tLDBI)  - 

barred  from  taking  deposits 
-   now  compete  for  retail 
savings  through  savings 

bonds. 
State  Bank  is  planning  to 

take  10-year  deposits,  and 
recently  raised  its  target 
allocation  to  project  finance 
to  30  per  cent  of  advances. 
K.V.Kamath.  managing 

director  of  ICICI,  says  com- 
petition will  increase  as  the 

liability  profiles  converge  - 
giving  birth  to  universal 

banks. “There  will  be  no  future 

for  single  product  institu- 
tions,” says  Mr  Kamath. 

“Avoiding  becoming  a   uni- 

says.  , 

at  a   rate  of  35  per  cent  ̂ ^staffed.  Public  sector 

nf  the  market  for  consumer 
 employee;  is  auoui  a   wu. 

The  of  the  private  sec
tor.  Casts 

Banal  Jalan,  governor  of  India’s  central  bank,  the  Reserve  Bank  of  Mb?  acobwcealndia’e  hew  credtt 
poflcy  on  Apri  20  to  npresanfativas  of  afl  nattonafemd  banks  in  Mumbai  (Bombay)  ap 

veraal  bank  will  be  impossi- 

ble." 

G.P.Gupta,  chairman  of 
IDBI,  disagrees.  He  says  IDBI 
will  remain  commited  to 

long  term  finance,  “it  is  our 
core  business."  he  says.  Bat 
he  too  expects  more  competi- 

tion from  banks.  Now  the 
rise  of  mutual  funds,  and  in 
future  insurance  products, 

threatens  to  jack  up  competi- 
tion still  further. 

“We  see  our  potential  mar- 
ket as  the  Rs  L25Gbn  new 

deposits  in  the  banking  sec- 
tor,” says  Ajay  Srinivasan, 

managing  director  of  Pru- 
dential ICICI 

The  rise  in  competition 

ment  paraitigr^  of  gathering 
retail  savings  for  industrial 
loans  is  giving  way  to  a   new 
emphasis  on  fee-earning 
products  and  consumer 
credit  In  doing  so,  banks  are 
filing  the  gap  left  by  the 

decline  of  India's  nnm-hanlt finance  companies. 

“Going  forward  growth  is 

going  to  be  in  the  retail  seg- 
ment,” says  Mr  Kamath. 

Z-Cama,  deputy  chief  exec- utive of  HongKong  Bank  in 
India,  says  middle  class 
Indian  consumers  are 

increasingly  willing  to  bor- 
row to  fund  aspirations!  pur- 

opportunity  for  volumes  lies in  home  loans,  a   market 

given  further  tax  conces- 
sions in  the  budget 

Bat  pricing  is  tight  in  this market,  too.  “Every  year 

competition  is  Increasing." 

says  Deepak  Parekh,  chair- man of  Housing  Develop- 
ment Finance  Corporation. 

He  says  hanks  will  not  be able  to  survive  just  through 

diversification  into  retail. 

They  have  to  tackle  costs. 

Already  three  banks  - Indian' Bank,  UCO  Bank  and 

United  Bank  -   are  loss-mak- 
ing, and  only  kept  afloat  by government  support  Many 

others  need  margins  of  more than  SCO  basts  points  to  pay 
for  their  costs. 

“The  majority  of  Indian 

banks  are  UCO  banks,"  says a   senior  investment  banker. 
Without  serious  efforts  to 
cut  costs,  -they  have  no 
long-term  fixture.  Mr  Parekh 
says,  however,  that  little  bas 
been  done.  “We  have  totally 
foiled  to  make  progress  in 

selling  branches  and  banks, 

or  in  -closing,  banks,”  he 

are  rising  -   month  the 
banks  conceded  salary  ris

es 

of  12.25  per  cent.  
“Some banks  might  find  it  difficult

 

to  bear  this  additional  cost
, 

says  Mr  Venna. 

The  Reserve  Bank  hopes 

to  engineer  mergers  to  p
ro- 

mote consolidation.  But 

potential  buyers  are  wary  o
f 

taking  on  bidden  bad  debts 

and  high  costs.  “Merger
s 

makes  sense  if  you  have  full 

freedom  to  close  down
 

branches,  retrench  employ- 

ees and  cut  costs,"  says  Mr 
Gupta.  “At  present,  these 

freedoms  are  not  available - 
However,  bankers  say  the timfl  when  tough  decisions 

will  be  forced  on  the  indus- 
try is  fast  approaching. 

Union  officials  know  this, 

too  -   thus  the  virulent  reac- 
tion to  planned  job  cuts  at 

Standard  Chartered.  How 

soon,  depends  on'  how  long 
India's  government  contin- 

ues to  divert  funds  into  prop- 

ping up  a   mounting  number of  weak  banks.  Says  Mr  Vai- 

dya:  "It  is  time  to  let  the 

fittest  survive." 
BAD  DEBT  PROBLEMS  by  Krishna  Guha 

More  headaches  ahead 
While  public  confidence  in  state-owned  financial  institutions  is  intact,  serious  doubts 

comes  at  a   time'  when  remain  over  the  banking  sector's  ability  to  digest  bad  debts  already  in  the  system 
demand  for  corporate  loans  ■   ■   •   -   • 

Deepak  Parekh:  ‘Banks  must 
tackle  cost  issues  - 

diversification '»  not  enough* 

is  rock  bottom.  Quality  com- 

panies borrow  below  the 
prime  lending  rate  of  12  per 
cent,  through  commercial 

paper.  This  is  a   big  threat  to 
the  financial  Institutions, 
which  lack  a   captive  market 
for  cheap  savings  in  the 
countryside. 
The  pressure  is  pushing 

hanks  and  financial  institu- 

tions to  develop  new  areas  of 
business  -   and  driving  a   fun- 

damental change  in  the  func- 
tion of  India’s  banking 

industry.  The  old  develop- 
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The  spectre  of  bad  debts 

hangs  over  India’s  banks, 
financial  institutions  and 
their  investors.  However, 
unlike  other  parts  of  Asia, 

this  problem  is  not  a   result 
of  external  shocks.  It  is  a 
domestic  problem,  with  its 
origins  in  the  soaring  of 
industrial  loans  disbursed  in 

the  late  1980s  and  early  1990s 

when  India  began  Its  transi- 
tion to  an  open  market  econ- omy. 

Last  summer,  financial 
sector  shares  plummeted  to 
record  lows  on  feara  that  a 

sharp  rise  in  non-performing 
assets  would  collapse  profits, 

threaten  the  viability  of 
some  big  lenders  and  even 
the  health  of  the  system  as  a 
whole.  Notwithstanding  a 

recent  improvement  at  the 
State  Bank  of  India,  the  sec- 

tor remains  badly  depressed. 
"We  are  in  the  middle  of  a 

banking  crisis,”  says  a senior  investment  banker. 

"It  may  not  be  as  severe  as 

East  Asia's  situation,  but  it 

is  a   crisis." 

Estimates  of  the  total  level 
of  bad  debts  in  the  banking 

sector  (banks  and  financial 
institutions)  range  from  the 
official  figure  of  about  14  per 
cent  of  loans  to  independent 
estimates  of  up  to  30  per 

cent 

Although  net  of  provi- 

sions, the  figure  is  considera- 
bly lower,  analysts  feel  there 

are  more  bad  debts  in  the 

pipeline.  Bankers  say  the 
problem  is  close  to  peaking 
-   but  few  will  hazard  a 

guess  at  when  it  will  decline. 
Investors  distrust  reported 
figures  for  non-performing 
assets.  Most  feel  that  Indian 

accounting  standards  -   rigid 
in  some  respects,  lax  in  oth- 

ers -   do  not  accurately  cap- 

ture the  extent  of  the  prob- 
lem. and  suspect  widespread 

"evergreening"  (concealing 
of  bad  loans)  takes  place. 

The  problem  is  a   reflection 

of  the  plight  of  India's  heavy 
industry  -   which  is  strug- 

gling to  survive  tariff  cuts, 
weak  domestic  demand  and 

the  collapse  in  global  com- 
modity prices  following  the 

East  Asian  crisis. 

"It  is  going  to  put  enor- 

mous strain  on  the  system." 
says  one  of  India's  top  bank- ers. Cracks  have  already 

appeared:  Industial  Finance 
Corporation  is  practically 

bankrupt,  as  are  three  medi- 

um-sized banks.  India’s  lend- ers are  bugely  exposed  to 
troubled  producers  in  steel, 

paper  and  textiles.  They 
have  little  exposure  to  the 
sunrise  sectors,  software, 

media,  fast-moving  con- 
sumer goods  and  pharma- 

ceuticals. The  crisis-hit  steel  indus- 

try accounts  for  9   per  cent  of 
advances  at  Industrial  Credit 

and  Investment  Corporation 

(ICICI),  and  14  per  cent  at 
industrial  Development 

Bank  (IDBI).  “The  way  they 
are  exposed  to  steel  is  a   won- 

der,” says  a   top  official  at 
the  Reserve  Bank  of  India. 
The  lenders  face  the 

dilemma  of  whether  to 
extend  further  loans  to  sup- 

port unfinished  steel  pro- 
jects. This  has  become  a 

political  issue,  amid  allega- 
tions of  lobbying  by  mem- 

bers of  the  government  in 

favour  of  certain  steel  com- 

Lenders  ID®  and  ICICI  an  exposed  to  problems  m   the  steel  industry.  Meanwhile,  GXi.Vaidya,  (above) chairman  of  the  State  Bank,  is  urging  tougher  measures  on  loan  appraisal  Pictura*  sopht*  wma*j 

parties.  Last  month  -   after 
much  deliberation  -   EDBI 
decided  to  extend  a   further 
RslObn  to  steel,  and  ICICI  is 

expected  to  follow  with 
about  Rs  5bu.  Bankers  dis- 

tinguish between  pre-liberal- 
isation loans  to  companies 

with  no  hope  of  surviving 

competitive  markets  and 
later  loans  to  companies 
which  face  difficulties  as  a 

result  of  depressed  commod- 

ity prices. 

“Most  of  the  loans  in  the 

sub-standard  category  are 
due  to  liquidity  problems, 

not  solvency  problems,”  says G.G.Vaidya,  chairman  of 

State  Bank.  “These  can  be 
brought  back  and  upgraded 

to  standard." 

Because  of  the  tradition  of 
consortium  lending,  banks 
and  financial  institutions  are 

exposed  to  the  same  compa- 
nies, but  in  different  ways. 

Banks,  obliged  to  park  about 
35  per  cent  of  deposits  in 
liquidity  and  cash  reserves, 

have  a   big  cushion  of  sover- 

eign credit. 
However,  they  are 

required  to  lend  25  per  cent 

to  priority  sectors  -   includ- 
ing agriculture  and  small 

scale  industry  -   much  of 
which  is  irrecoverable. 
Banks  have  first  call  on  cash 
and  receivables,  an  easily 
realised  form  of  security. 
But  their  advances  are  not 

fully  collateralised,  and  In 
the  absence  of  regular  fixed 

repayments,  recognition  of 
bad  debts  can  be  difficult 

Financial  institutions  have 

□either  the  benefit  of  sover- 

eign securities  nor  the  prob- 

lem of  priority  sector  lend- ing. Their  loans  are  100  per 

cent  secured  against  assets  - but  tins  security  is  often  not 

realisable  due  to  India's socialist-era  bankruptcy 

laws  and  over-burdened  civil 

courts. Bank  chairmen  and  the 

heads  of  financial  institu- 
tions each  claim,  on  balance, 

to  be  better  off.  But  the  mea- 
sures they  are  taking  are 

similar,  to. contain  future 
non-performing  assets 
through,  improved  appraisal 
and  management  systems, 
“and  go  after  bad  loans  more 
rigorously."  says  Mr  Vaidya. 
ICICI  has  been  most 

aggressive  in  pursuing 

defaulting  debtors.  “There 
has  been  a   paradigm  shift," says  K.V.  Kamath,  managing 

director  of  ICICI.  '‘Histori- cally, looking  at  our  role  as 
development  bankers,  we kept  on  extending  reliefs  and 
concessions.  When  we 
finally  enforced  our  rights  to 
security,  the  legal  process 

took  10  years.  On  a   present 
value  basis,  !t  was  worth- 

less." 

Now,  ICICI  gets  tough 

quickly,  and  tries  to  win  an 
early  settlement.  It  claims  a recovery  rate  of  70  per  cent 
of  debts  settled  to  this  way 

Even  IDBI,  the  '^father  of Indian  industry",  is  putting 

pressure  on  its  borrowers  — imposing  loan  conditions 
including  the  right  to  con- vert debt  into  equity. 

“We  will  promote  indus- 
trial restructuring,"  says 

G.P .   Gupta,  chairman  of IDBI.  "This  will  improve  the 
credit-worthiness  of  the  bor- 

rower." 

Meanwhile,  the  Reserve 
Bank  is  chalking  out  a   time- 
table  for  progressively 
tighter  disclosure  norms 
phased  in  to  avoid  disrupt- 

ing the  existing,  debt-ridden 

system.  Senior  officials  are 
confident  that  local  prob- 

lems can  be  contained  with- out systemic  danger. 

New  tax  breaks  for  provi- sions to  the  budget  should 
help  the  situation.  Public 
confidence  in  state-owned 
banks  and  financial  institu- tions is  intact  -   deposits 

flow  into  even  bankrupt banks.  Investors  still  buy 
bank  debt,  if  not  equities. 

“India  is  a   dosed  system." 
Mys  R.  Ravimohan,  manag- ing director  of  Crisil,  a   credit 
rating  agency.  Capital  con- trols reduce  the  risk  of  a 
stampede:  the  money  has nowhere  to  go.  But  there 
remain  serious  doubts  over 
the  banking  sector’s  ability to  digest  bad  debts  already 
in  the  system,  particularly  if the  industrial  economy  does not  revive  soon. 

The  entire  sector  is  dan- gerously under-capitalised. 
Share  prices  (see  equity  mor- 

,   repor^  page  four )   are  so 
rtJ*  irapossible  to  raise cpst-effective  funds  from  the stock  market  So,  banks  are 

subscribing  to  each  other’s tier-two  capital  -   raising  sys- 

temic risk. 

to  last  week's  credit  pol- icy. Bimal  Jalan,  governor  of tne  reserve  bank,  imposed  a 
new  ceiling  on  such  cross- holdings. However,  he  also relaxed  tough  rules  on  the 

,banks  rePort  resched- 

uled loans  -   which  analysts 

fear,  could  offer  new  scope 
for  evergreening". 

a   top  reserve 

bank  official  says  there  is  an 

afiMt  0^  for  privatisation or  banks  and  extensive  legal 
reform.  -We  need  to  depobti- <nse  the  entire  mechanism  of 
lending  and  recovery.” 
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UNIT  TRUST  OF  INDIA 

Fund  manager 
plans  a   sweeping 
overhaul 
(n  India,  it  is  almost 
axiomatic  that  fundamental 
reform  only  takes  place  in 
the  face  of  crisis.  This  is 
exactly  what  is  happening 
today  at  Unit  Trust  of  India 
(UTI),  the  giant  state-owned 
fund  manager. 

P.S.  Subramanyam,  the 
new  chairman  of  UTI, 
stunned  India's  markets  last September  by  revealing  that 
its  biggest  fund.  Unit 
Scheme  64  (US-64),  had  a 
gap  of  more  than  a   billion 
dollars  between  its  assets 
and  liabilities  at  its  June 

1998  year  end. The  benchmark  BSE  30 

index  promptly  crashed  and 
remained  depressed  for  the 
rest  of  1998.  Now  UTI  is 
starting  to  implement  plans 
for  a   sweeping  overhaul  of 
the  fund,  drawn  up  by  the 
Deepak  Parekh  committee. 

The  first  element  of  this 
overhaul  was  a   Rs48bn 

state-funded  bail-out 
announced  on  budget  day, 
and  backed  up  by  tax 

breaks  for  mutual  hind 
Investors.  The  injection  of 
funds  to  stabilise  US-64 
helped  launch  the  bull  run 
which  began  that  day. 

However,  the  bail-out  is 
only  the  beginning.  The 
Deepak  Parekh  report  calls 
for  fundamental  changes  in 

the  way  UTI  manages  its 
funds  and  conducts  itself  in 
relation  to  its  Investors,  its 
investments  and  the 
government.  This  could  add 

up  to  the  most  far-reaching 
transformation  to  date  of 

one  of  the  pillars  of  India’s stated  owned  financial  sector. 

UTI  is  India's  biggest 
shareholder.  It  manages 
assets  with  a   book,  value  of 

Rs600bn  -   84  per  cent  of 
the  mutual  fund  industry. 
Even  after  a   torrent  of 
redemptions  last  year, 

US-64,  Its  flagship  fund.  Is 

India’s  biggest  by  far  22m 
investors  and  Rs  160bn 
under  management  more 
assets  and  more  investors 
than  the  entire  private 
sector. 

But  UTI  has  never 

operated  like  a   conventional 
mutual  fund  manager.  This 
reflects  its  origins  in  1964, 

as  p»t  of  the  machinery  of 
India's  old  administered 
economy.  UTI  mobilised 
small  savings  to  provide 
debt  and  equity  finance  for 

industry  that  was  shut  off 
from  foreign  capita),  and  to 

enable  public  participation  in 
private  sector  projects. 

The  US  64  fund  -   its  first 

-   garnered  savings  on  an 
unprecedented  scale,  with 
an  implicit  promise  of  secure 
returns.  “There  was  a   certain 

philosophy,"  says  Mr 
Subramanyam.  “People  did not  come  in  with  the 
intention  of  entering  and 

exiting  at  net  asset  value 

[market]  prices.  They 

expected  a   regular  income." 

Busy  UP  shareholder  1 I   in  form*  In  Mumbai 

However,  UTI’s  ability  to 
ensure  a   steady  rattan 
diminished  sharply  when 

India  began  to  open  Its 

markets  in  1991.  "From 
being  a   trend-setter  in  Its 
early  years,  the  Trust  turned 
laggard  as  ft  failed  to  adapt, 
in  a   timely  manner,  to  toe 

changing  external 
environment,”  says  the 
Deepak  Parekh  report 
P   J.  Nayak,  executive 

trustee  of  UTI,  says  the  fund 
made  mistakes  in  its  asset 
allocation  and  risk 

management  The  proportion 
of  US-64's  assets  held  in 
debt  fell  from  79  per  cent  in 
1986  to  37  per  cent  in  1998, 
as  it  bought  government 
disinvestment  shares.  But 

Mr  Nayak  says  "toe  problem 
was,  in  a   sense,  a 
consequence  of  the  way  the 

scheme  was  structured”. UTI  now  accepts  toe  need 

to  transform  US-64  into  a 

regulated  market-priced  fimd 
over  a   period  of  three  years. 
However,  it  Intends  to  do  so 

at  the  prevailing  imlt  price  - 
not  the  current  net  asset 
value  -   in  order  to  prevent 
capital  loss  to  investors.  This 
means  UTI  needs  to  bridge 

the  gap  between  US-64 ’s 
assets  and  liabilities. 

The  budget  day  baB-otft 
helps:  UTI  will  transfer 

tt  pays  to  advertise  UTI  MBtoards  gtva  Unit  That  of  Indfa  a   Mflti 

proffte  in  central  Mumbai  (Bombay)  ax**MMMd 

depressed  privatisation 
shares  from  US-64  at  book 
value  to  a   new  state-backed 
fund  in  return  for  Rs48bn 

government  bonds  -   a   net 
gain  of  about  Rs20bn. 
US-64's  original  sponsors 
are  expected  to  chip  in  a . 
further  Rs5bn  in  permanent 

capital. 
It  profits,  too,  from  the  rise 

in  the  market  this  year.  Yet 
there  ts  stMI  a   gap  between 

toe  unit  price  and  net  asset 
value.  "It  has  narrowed,  it  is 

not  eliminated,’’  says  Mr 
Nayak.  UTI  hopes  to  bridge 
toe  remaining  gap  through 

better  fund  management  and 
net  inflows  of  funds. "I  have  acted  to 

strengthen  our  asset 

management  committees," says  Mr  Subramanyam. 
Independent  members  will form  a   dear  majority  on 

each  committee. 
"Transparency,  disclosures, 

ail  of  that  will  follow." Mr  Subramanyam  has 
doubted  the  number  of 

equity  analysts  at  UTI, 
re-assigned  fund  managers, 
and  brought  in  a   new 

accounting  system.  In  a 
racfical  departure,  UTI  has 
started  to  demand  regular 

presentations  from 
companies  it  invests  in,  and 

to  seek  representation  on  • their  boards. 
“Shareholder  value 

enhancement  can  take  place 

when  governance  practices 

improve  In  the  corporates," says  Mr  Subramanyam- 
Marry  industrialists  are 

terrified:  US-64  holds  big 

stakes  in  dozens  of  India's 
biggest  companies.  The 
Deepak  Parekh  reports  says 

UTI  should  negotiate  • 
strategic  sales  of  these 
stakes.  This  would  pave  the 

way  for  a   dramatic  change 
In  the  ownership  of 

corporate  India. 
However,  it  would  be 

If  von  see  India  as 

.   your  investment  destination, 

look  no  furtker  than. . . 

Capital 
Markets 
Limited 

We  at  SB!  CAP  liave  lived  up  to  our  vision  to  l>e  tke
  test 

India  UrJ  investment  tank.  Today  we  keve  set 
 a   distinct 

mark  to  emerge  as  India’s  premier  invest
ment  back.  Our 

mission  to  provide  credikle,  professional  and  foc
ussed  services ,   fill  ...  iL.  l   L.  t   L- is s ion  to  provide  creamie,  pwwwiuu..  - —   f   t 

to  clients  has  kelped  us  retain  tka  No.  1   position 
 lor  the 

ejgktk  year  in  succession.  Tkis  consisten
t  performance  is 

furtker  strengtkened  ky  our  Innovative  Financ
ial  Engineering 

kecked  ky  tke  relentless  efforts  of  our  dedica
ted  task  force. 

So,  if  India  is  your  premier  investment  de
stination,  look  no 

furtker  tkan  its. premier  investment  
bank. 

SSI 

Capital Maiteto LMM 

India's  Premier  Investment  Bank 

Copiiol  Market  -   Project  Advisory'  &   Struc
tured  Finance  •   M&A  ond  Advisory 

202.  Mato  Tower  E.  Cnffe  Parade.  Mant
el  -   40PQ05,  Sxfis.  Tel  91-22-2189166 

political  dynamite.  Mr 
Subramanyam  says  UTI  wiH 

only  negotiate  strategic  sales 
in  tandem  with  other 
state-owned  financial 
institutions.  UTI  could 

emerge  from  crisis 
strengthened,  and  a 
powerful  agent  of  change. 
But  it  is  not  out  of  trouble 

yet  Until  US-64  is  converted 
into  a   market-priced  fund, 
UTI  Is  exposed  to  a   future 
fan  in  toe  market  which 

could  unravel  toe restructuring  plan. 

“The  government  cannot 
afford  to  bail  UTI  out  every 

three  or  four  years,"  says  a 
senior  banker  who  adds  that 
US  64  ‘is  anyway  too  big  for 

India’s  shallow  markets”. 
This  will  only  change  once 

other  domestic  institutions  - 
such  as  insurance 

companies  and  mutual  funds 
-   mature.  UTI  may  also  face 
shortfalls  when  some  of  its 
smaller  assured  return 
schemes  mature.  Its  ability 

to  navigate  these  difficulties is  hampered  by  the  rigidity 
of  toe  UTI  Act  no  share 

capital  -   only  Rs  7bn 
reserves  -   mandated 

management  structure  and 
arcane  accounting  norms 
three  decades  old.  And 

anafysts  wonder  how  many 
risk-averse  savers  wiH  stay 

with  US-64  when  it  becomes 

market-priced,  and  their 

capital  is  at  risk. 

Any  large  scale  exit  of small  savers  could  swamp 

the  gains  from  inflows  of 
high  net  worth  individuals 
into  private  sector  funds. 
“They  will  remain,"  says  Mr 

Subramanyam.  “These  are 
changed  times.  Handwritten 
bank  passbooks  are  being 
replaced  by  computerised 
statements,  physical 

securities  by  dematerialised 
stock.  These  changes  will 
also  be  absorbed  by  the 

investor." 

Krishna  Guha 

PRIVATE  SECTOR  MUTUAL  FUNDS  by  Michael  Peel 

A   fresh  mood 
confidence of 
Investors  have  begun  to  return  as  the  sector  shows  stronger 
performance  and  sound  management 
The  fund  manager  looked 
with  distaste  at  a   leaflet  list- 

ing the  incentives  that  a 
rival  company  offered  its 

sales  force.  "This  is  the  kind 
of  thing  we  do  nor  want  to see,”  he  said,  pointing  to  pic- 

tures of  a   gold  plated  clock, 
"cool”  water  jug  and  34-carat 

gold  biscuit. 
The  use  of  such  gifts  as  a 

motivational  tool  reflects  the 

increasing  intensity  of  com- 
petition among  Indian  pri- 

vate sector  mutual  funds. 
Managers  are  enjoying 

strong  growth  in  custom 
after  a   year  of  excellent 
returns  and  important  tax 
breaks  for  investors. 

The  private  sector's  pros- pects have  been  further 

cals.  Funds  have  tried  to 
become  more  transparent 
and  accessible  -   almost  all 
new  funds  are  open  ended, 

and  many  publish  their 
revised  portfolios  quarterly 
or  even  monthly. 
“The  main  strategy  we 

had  was  to  tell  the  investors 

that  we  would  not  do  any- 

thing spectacular,”  says  S.K. Mitra,  managing  director  of 

Blrla  Global  Finance.  "We 

wanted  to  be  very  safe.” The  private  sector  has gained  from  law  changes, 

too.  The  stock  market  regu- 
lator has  relaxed  limits  on 

the  size  and  composition  of 
hinds,  and  the  last  budget 

included  a   cut  in  the  tax  lev- 
ied on  investments  in  debt 

"I  think  investors  are 

smart  enough  to  tell  that  40 
per  cent  year  on  year 

[growth]  is  not  going  to  hap- 

pen.” 

If  the  industry  is  to  prog- 
ress. says  Mr  Kaul,  it  must 

send  representatives  out  into 
the  country  to  preach  the 
virtues  of  mutual  fends.  He 
estimates  that  only  about  20 

per  cent  of  a   potential 
investing  population  of 
between  20m  and  30m  have  a 
good  understanding  of  how the  industry  works. 

This  Is  but  one  of  a   num- ber of  barriers  the  private 
sector  must  overcome  if  it  is 

to  make  an  impression  on 
more  than  a   handful  of 
investors.  Another  challenge 

improved  by  the  plan  for          Is  the  high  profile  of  UTI  - 
Unit  Trust  of  India,  the 
state-owned  company  that 

controls  84  per  cent  of  an 

industry  worth  between 
$17bn  and  $20bn.  to  stop 
offering  assured  returns 

from  its  flagship  US-64  fluid. 
This  cultural  shift  might 
serve  to  put  people  more  at 
ease  with  funds  offering  for- 

tunes that  fluctuate  with  the 
markets. 

The  market 
atmosphere  today 

is  very  different 
from  the  one  we 

knew  four  or  five 

years  ago1 

ever)'  other  shopfront,  bus 

and  billboard  in  central 
Bombay  seems  to  promote the  “high  safety,  easy  liquid- 

ity and  attractive  returns” offered  by  US-64. Private  sector  funds,  by 

contrast,  are  restricted  by 

rules  governing  the  propor- 
tion of  clients'  investments 

they  can  extract  as  fixed 
costs  to  spend  on  items  such 

That  feeling  of  reass ur-      as  advertising. asce  is  important,  as  many 
investors  recall  having  their 
Angers  burned  after  putting 

money  into  a   wave  of  closed 
end  fluids  launched  in  1994 
and  1995.  Fund  managers 
acknowledge  that  many 

people  were  left  with  a   feel- ing that  the  private  sector 
was  suspect 

Investors  have  begun  to 

return  as  the  industry  has 
shown  it  is  capable  of  strong 

performance  and  sound  man- agement Some  funds  have 
achieved  returns  of  more 

than  30  per  cent  in  the  last 

year,  benefiting  from  a   deci- 
sion to  weight  their  portfo- lios towards  rapidly  growing 

sectors  such  as  information 

technology  and  pharmaceuti- 

DEBT  MARKETS  by  Michael  Peel  and  Krishna  Guha 

Investors  press 
further  reform 

for 

Development  of  money  markets  has  been  repressed  because 
there  is  no  culture  of  term  lending  among  powerful  state  banks 

Reform  of  India's  moribund 
debt  and  money  markets 
moved  to  centre  stage  last 

week,  with  the  announce- 
ment of  important  changes 

set  out  in  the  Reserve 
Bank’s  credit  policy.  Bimal 

Jalan,  governor  of  the 
Reserve  Bank,  says  the 

moves  will  deepen  the  mar- 
kets and  moderate  outbreaks of  volatility. 

"We  have  announced  a 

large  number  of  measures 
after  talking  to  bankers  and 
market  participants  to  try  to 
make  these  markets  more 

liquid  -   to  let  people  crane  in 
and  out,"  be  says. 

The  Reserve  Bank  set  the 

tone  by  announcing  wide- 
reaching  changes  to  the  way 
It  provides  liquidity  to 
banks.  The  existing  refin- 

ance system  -   with  its  fixed 
quota  of  credit  -   will  give 

way  to  a   more  flexible  sys- tem of  liquidity  provision 
through  the  repo  market. 
Officials  hope  this  will  pre- 

vent sharp  spikes  in  the  call 
money  market,  and  enhance 

their  ability  to  manage  a   cor- ridor of  interest  rates. 

Non-bank  financial  institu- 
tions, including  mutual 

Last  week’s measures  will 

ease  the  problem 

fends  and  insurance  compa- 
nies, will  be  permitted  to 

participate  in  the  repo  mar- ket for  the  first  time.  At 

present,  they  manage  their 
liquidity  through  the  call 
money  market.  Mr  Jalan 
says  the  ultimate  goal  is  to 
shift  non-banks  over  to 
repo  market  and  create  a 
pure  inter-bank  call  money 

market The  Reserve  Bank  paved 

the  way  for  Interest  rate 

derivatives  by  issuing  guide- 
lines on  swaps  and  forward 

contracts. 
Last  week's  credit  policy 

also  carried  forward  the 

development  of  the  debt 

market  giving  primary  deal- era  greater  responsibility  for 

Issues  of  government  securi- 
ties. In  future,  the  Reserve 

Bank  will  consider  offering 

new  Issues  on  the  basis  of 

price,  rather  than  yield.  Mr 
Jalan  plans  to  consolidate 

issues,  to  facilitate  the  emer- 
gence of  liquid  benchmarks 

in  government  debt.  This 
would  also  enable  the  devel- 

opment of  separate  trading 
of  interest  and  principal. 

Market  participants  wel- 
come the  reforms.  "It  is  all 

very  productive  stuff,”  says Dominic  Price,  country  head 

of  JJ\Morgan.  “Mr  Jalan  is 
bringing  the  market  more 
into  line  with  developments 

elsewhere.”  He  says  the  driv- 
ing force  is  the  need  to 

absorb  the  government's huge  borrowing  programme. 

Bankers  say  the  develop- 
ment of  money  markets  and 

long  term  benchmarks  is 
essential  to  improve  the  flow 

of  money  around  the  finan- cial system,  and  provide 

ways  of  managing  asset-lia- 
bility mismatches. 

"It  will  bring  about  some 

very  fundamental  changes  to 
the  benefits  of  banks,  corpo- 

rates and  supervisors  as 
well,"  says  Martin  Fish, 

chief  executive  for  India  for 
Standard  Chartered. 

Over  the  past  year,  how- ever, little  has  changed. 

India's  bond  market  -   with 
$86bn  outstanding,  two 

thirds  of  it  sovereign  debt  - is  one  of  the  biggest  in  Asia, 
but  it  remains  one  of  the 

least  active.  Foreign  inves- tors mostly  stayed  away  last 

year,  preferring  to  buy  the 
higher-yielding  corporate 
paper  available  in  distressed 

emerging  markets. 

The  government’s  borrow- ing  programme  hit  record 
levels  as  the  economic  down- 

turn took  its  toll  on  tax  reve- 
nues. This  left  little  room  for 

cost-effective  corporate  fund- 

raising. “The  government 
has  effectively  cut  out  the 

private  sector  from  access- 
ing the  bond  markets  at 

cheap  rates,"  says  Sanjay 
Mansabdar.  vice  president  of 
J.P.  Morgan  Securities. 
The  deficiencies  of  the 

money  markets  were  also 

plain  to  see.  Bankers  com- 
plain that  the  prices  of  term 

money  Is  set  with  reference 

to  the  overnight  cash  mar- ket, the  only  market  of  any 
liquidity.  This  makes  a   dip 
into  the  term  money  market 
a   risky  proposition. 

If  the  overnight  rate  suf- 
fers one  of  its  occasional 

bouts  of  volatility,  variations 
in  the  price  of  longer  term 

money  can  be  enormous. 

Last  week's  reforms  go 

some  way  to  addressing  this 

problem.  But  Ashish  Pathas- 
arthy,  bead  of  money  mar- kets at  HDFC  Bank,  says  the 

term  money  market  will 

only  develop  if  the  big  state- 
owned  banks  become  more 

Torn  to  next  page 

instruments. 

Fund  managers  add  that 

they  have  benefited  in  the 
last  year  from  improved 

access  to  potential  custom- 
ers, largely  because  foreign 

banks  have  stepped  in  to  act 

as  product  distributors. "AD  these  guys  have  excel- 

lent clients,"  says  Ajay  Srini- 
vasan,  managing  director  of 

Prudential  ICICI  Asset  Man- 
agement “They  are  high-end clients  who  understand 

financial  markets.” 
Another  driver  of  develop- 

ment has  been  the  state  of 
the  economy  and  the  equity 

market.  A   fall  in  interest 
rates  has  made  equity 

mutual  funds  more  attrac- 
tive to  investors  than  fixed 

income  instruments  such  as 

bank  deposits  and  bonds. Fund  managers  say  they 

are  seeing  increasing  inter- 
est from  private  Investors 

who  have  suffered  losses  as 
a   result  of  volatility  in  the 

equity  market  and  the  col- lapse in  property  prices. 
Mutual  fluids  are  also  an 

appealing  option  for  people who  want  to  Invest  in  equity 

but  cannot  afford  large  hold- 
ings because  individual 

share  prices  are  simply  too 

high. 
The  task  for  fund  manag- 

ers is  to  retain  through  the 
bad  times  the  people  who 
have  came  to  them  in  these 
favourable  circumstances. 
"Whether  this  ia  a   sustained 

investment  depends  on  the 

performance  of  the  market," says  Ajai  Kaul,  president  of 

Affiance  Capital  Asset  Man- agement (India). 

“1  think  advertising  Is 

very  limited,”  says  Mr  Srini- vasan.  "I  look  at  people  who 

have  built  brands  in  mutual 
fends  -   they  are  very  few. 

Most  private  sector  funds 

have  not" 

The  aspirant  funds  must 

also  overcome  the  attach- 
ment that  many  investors 

feel  to  UTI.  Despite  recent 

problems  at  US-64,  the  trust is  still  looked  upon  by  many 

as  a   safe  and  dependable 
home  for  cash. 
Fund  managers  agree  they 

will  have  to  be  cautious  in 

their  attempts  to  win  market 
share.  "You  have  to  he  care- 

ful about  being  over-aggres- 
sive,” says  one.  “We  have 

been  to  conferences  where 

we  have  said:  “UTI  are  not 

providing  the  assured returns’  and  elderly  people 

have  come  up  to  us  and  said: ‘You  shouldn't  have  said 

that  about  UTI  -   it's  not 

nice.’” 

The  funds  say  they  will 
compete  instead  by  offering 

more  sophisticated  products 

such  as  specialist  IT  invest- ments or  index  tracking 
funds.  In  the  longer  term, 

they  hope  to  offer  alterna- tives to  the  employee  pen- 

sion and  provident  fends  run 

by  many  companies. It  may  be  too  early  to  talk 

of  a   private  sector  resur- 
gence. but  the  new  genera- tion of  funds  has  undoubt- 

edly gone  some  way  towards 
expunging  memories  of  the 
dark  days  of  the  mid-1990s. 

As  Mr  Kaul  puts  it:  “The atmosphere  today  is  very  dif- 
ferent from  the  one  we  knew 

four  or  five  years  ago." 

Doing  business  in  India  is  always  a   welcome  prospect.  When  you  are 

looking  for  opportunities  in  this  world's  most  hospitable  market,  you 
need  an  Indian  partner  who  can  help  you  forge  trade  and  investment 

links  with  Indian  business.  Consider  a   Bank  that  provides  finance  and 

information  to  promote  two-way  trade  and  technology  flows.  Just  the 

business  partner  you  need. 
EXPORT-IMPORT  BANK  OF  INDIA 

the  world's  most  hospitable  market . 

Head  OSes  Cato  One.  Floor  21.  florid  Irate  Cento,  Oft  Parade,  UuM  400  005.  Phone:  (022)  2182605,  Fac  2182572, 

Emt  BdDdndfttfabnOl.ystlinth,  Wirtttfe  «sb:  http:  MHMraUwdMham.  (Meet:  MEW  DELHI,  CALCUTTA.  CHENNAI, 

WUM3A1  BAN6ALK1E.  AHMEDABAD,  Oreieet  Qfltar  WASflNGTON  DJm  SWSAPQRE,  BUDAPEST.  ROUE.  JOWBCSSURQ. 

rc 

IV 

ur 

tJ igf 

ni 

;ai 

■ie 

va 

n 

e   i 

ilk 

“11 

aU 

IP 

i   c cti 

d 

tal 

>en 

■   h 

ti 

our 

■e. 

ace 

nhi 

•rbi 

?ss 

sp 

na; 

tots 

>tri 

akii 

» 



.   ■   ■—r.as—  .-.i.-SSHst 

;   j-.-W 

I*'1
’ 

FTNANCIAJL  TIMES 
 WEDNESDAY  APRI

L  231999 
14 

INDIAN  BANKING  AND  FINANCE  4 

il 

I 
t 

Ft 

In’ 
inj 

pa 
fra 
me 

sy 

rel 
ba 

-n*. 

f.;  .   ca 
n-:  an 

■>  re 
tii 

o-r  nr 
.•»u.  ca 

««" 
:>r5:  to 
ch  wl 
ii l   '   ra 
r   bi:  so 

:?  in 
■i  -   st 
"■«  at 

P£ 
-a. I' -.*♦»  n« 
i.i  «   m 

;«»•  m i“*  d; 

V"  T -   I   br 
•■Vi*  Q- 

U 
.•t„  Il 

■t.'i.  a« •«-.r  ti 
£ 

\if  R ■/f  d 
.f/,L  a 
sJ.T 
!»*.:  p 
/'.i-  if 

o 
<*i  b 
-in  fi 
fair  t 
;«»u 

.vrs  i’ t   r   r 
r 

l*.  f-  V 
li :   l 

r.*r\i  L 
’IJ'V  £ 
.‘ai;  t 
vi  t   r 
'.H  f 

f 
V7{i 

ru  * 
;<*■»  i 
•Otf-  « 

2h"  1 •JIM.  I 

■5t  ; 
l*io  1 
ron . 

*1;/ 

:d.r 
id’ll- 
•fcS 

'Jfi 

.rr.-j 
•e.r 
•fia 

iun 

JU 
i.i. 

s»< -f.ij 
^L7 

;rt 

.31* 

•■li*! 
tit 

EQUITY  MARKET  by  K
rishna  Guha 

Making  steady 
headway 
Reducing  insider  trading  is  an  uphill  battle

,  but  new  technology 

is  helping  to  bring  greater  transpare
ncy  to  the  market 

“There's  a   perception  that  become  too  complex,"  says Investors  lured  back  mto 

India's  equity  market  by  tax 

breaks  in  the  budget  will 

find  it  a   vastly  different 

place  to  the  Inefficient  and 

scandal-ridden  market  of  the 

early  1990s. 
The  last  three  years  have 

seen  dramatic  progress  In 

market  Infrastructure  - 
including  online  trading  and 

settlement  -   falling  transac- 
tion costs  and  tighter  regula- 

tion. 
“Today,  we  certainly  have 

a   much  better  market  We 
have  made  gains  on  all 

fronts,”  says  D.R. Mehta, 
chairman  of  the  Securities 
and  Exchange  Board  of  India 
fSebi).  Mr  Mehta  says  these 
improvements  wOl  help  con- 

solidate the  recent  enthusi- 
asm for  stock  market  invest- 

ment. But  he  warns:  "We still  have  miles  to  travel, 

miles  and  miles." 
India's  market  culture 

remains  highly  speculative, 
clubby  and  conspiratorial. 

Standards  of  corporate  dis- 
closure are  poor.  Liquidity 

typically  takes  precedence 
over  fundamentals  in  mov- 

ing stock  prices.  The  market 
is  rife  with  rumour  and  alle- 

gations of  bull  and  bear  car- 
tels constantly  resurface. 

Less  than  a   year  ago, 
investors  were  given  a   sharp 
reminder  of  what  has  not 
changed.  Shares  in  three 
companies,  BPL,  Videocon 
and  Sterlite,  soared  out  of 
the  blue  on.  extraordinary 
volumes,  before  plumettlng 
to  earth  -   prompting  a   pay- 

ments crisis.  "It  was  a   mar- 
ket manipulation,  certainly 

it  was,”  says  one  offidaL 
Last  month,  Sebi  sacked 

the  head  of  the  Bombay 
Stock  Exchange  (BSE)  for 
allegedly  toiling  to  insist  on 

adequate  margins  allow- 
ing some  brokers  to  undo 

trades  after  hours.  Anand 
Rathi.  the  new  president  of 
the  BSE,  promises  to 

strengthen  the  "Chinese 
walls”  separating  the  elected 
governing  board  and  the 
exchange  administration. 

the  BSE  is  a   brokers’  chib  - that  view  is  incorrect  Well 

erase  that  perception.” Mr  Mehta  says  that  even 

at  the  height  of  market  tur- 

moil, the  market's  safety 
nets  held.  Both  the  BSE  and 

the  National  Stock  Exchange 

(NSE)  stepped  in  to  make 

good  defaulting  brokers' trades.  “The  problem  was 

restricted,"  he  says.  "The 
market  was  not  closed... it 

was  never  unsafe." To  raim  nerves  that  were 

already  stretched  by  anxi- 
eties tn  other  emerging  mar- 

kets, Sebi  toughened  up 

India's  margining  system.  A 
circuit-breaker  prevents  any 
stock  from  rising  or  tolling 

by  more  8   per  cent  in  a 
^ingte  day.  If  a   stock  moves 

by  16  per  cent  in  a   trading 
cycle,  it  attracts  volatility 
margins  of  up  to  40  per  Cent. 

This  is  on  top  of  daily  mark- 
to-market  margins,  total 

exposure  margins  and  con- centration margins,  (paid  by 
investors  buying  only  a   few 
stocks). 

Mr  Mehta  says  tough  mar- 
gins and  a   steady  rupee 

together  ensured  that  India 
was  the  second  least  volatile 
market  in  Asia  last  year 

after  Taiwan. 

However,  investors  com- 
plain that  margins  are  too 

burdensome,  tie-up  capital 
and  make  pricing  less  effi- 

cient. "The  system  has 

Bombay  stock  exchange 
BSE  30  Mm 

4500    !   

an  investor.  Sebi  Is  consider- 

ing plans  to  rationalise  and 
simplify  margins.  In  all 
other  respects,  the  cost  of 

participating  in  the  market 
has  fallen  sharply  as  its 
infrastructure  has  prog- 

ressed in  leaps  and  bounds. 
Online  trading,  pioneered  by 
the  NSE  In  late  1996,  is  now 
universal. 

Both  the  NSE  and  the  BSE 

have  installed  remote  termi- 
nals across  India  -   about 

3,000  to  date  -   extending  the 
benefits  to  investors  outside 
Bombay,  and  drawing  more 
liquidity  into  the  market 

In  the  last  12  months,  pap- 
erless share  settlement  has 

taken  hold,  following  Sebi's 
decision  to  make  it  manda- 

tory in.  stages. 
"At  present,  we  have 

about  40  to  50  per  cent  of 

settlement,”  says  C.B. 
Bhave,  managing  director  of 

the  [electronic]  National 

Securities  Depositary.  “By the  end  of  the  calendar  year 
it  will  be  upwards  of  80  per 

cent" 

Mr  Bhave  says  electronic 

settlement  has  reduced  set- 
tlement costs  from  around  40 

to  50  basis  points,  to 
between  five  and  10.  Custody 
costs  have  fallen  from  30  to 

40  basis  points  a   year  to 
between  three  and  six 

points. Brokers  have  also  cot  fees, 

and  paperless  transactions 

bkfian  banWngsector' .Books  rataflte  tn  Ite  Bonioyafrlndac  " 

INSURANCE  MARKET  by  Michael^Peel^^ 

Full  deregulation 

will  take  some  time 
Would-be  entrants  believe  they  could  teP  J.n^!'^®t|^arke^  ̂  

have  been  poorly  supplied  by  sta
te-owned  behemoths  ■ 

Invested  in  an  advisory  com-  . 

A   broker  tamdtas  cals  on  the  Bombay  stock  exchange.  The  Last 
three  years  has  seen  rapid  progress  in  market  infrastructure  ap 
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are  exempt  from  stamp  duty. 
The  risk  of  buying  fake 

shares  Is  aiimtnatpd-  Inves- 
tors are  registered  as  the 

owners  of  shares  within  24 

hours  of  acquiring  them  - 
against  60  to  65  days  in  the 
case  of  paper  shares. 

Fergus  Fleming,  managing 
director  of  HSBC  Securities 

In  Bombay,  says  all  this  is 

encouraging  foreign  inves- 
tors to  trade  the  market 

more  actively,  rather  than 
buy  and  hold  favoured 
stocks. 
"Now  they  are  looking  at  a 

shorter  time  frame,  topping 

up  and  reducing  their  hold- 
ings depending  on  circum- 

stances. There  is  more  turn- 
over, even  if  there  is  no  net 

inflow,"  he  says.  Stock 
exchange  officials  now  hope 

to  use  their  new  infrastruc- 
ture to  set  up  a   derivatives 

market,  online  fnTtfai  public 
offerings,  gOt  sales  and  buy- 

ing and  selling  of  mutual 
funds. 
“We  could  offer  our  first 

equity  futures  contract  as 

early  as  June.”  says  RJLPa- 
til,  managing  director  of  the 
National  Stock  Exchange. 
This  relies  on  parliament 

approving  amendments  to 
contract  law. 

Better  technology,  and  the 
transparency  it  brings.  Is 
also  helping  to  clean  up  the 
market  Exchange  officials 
and  regulators  now  have 

Visit  our  mo«  friendly  website  httw/AwrwjuajMm 
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"Yes,  my  son,  if  you  want  to  get  to  know  the  new  Europe  and  Central  Asia,  you  should  ask  Austrian  Airlines 
for  their  flight  schedule.  You  will  find  33  destinations  in  21  countries,  including  the  new  destination  Baku*. 

This  is  especially  interesting  for  businessmen  like  myself  because  it  gives  me  even  more  opportunities  to  take 
advantage  of  the  network  of  the  Austrian  Airlines  Group.  It  is  also  the  reason  I   can  always  return  to  you  so 

quickly.'  "If  that's  true,  Dad,  then  I   like  Austrian  Airlines.*  "So  do  I,  my  son.* 

Austrian  airlines 

The  Most  Friendly  Airline. 

‘subject  to  government  approval 
‘Jib  Thclteiffllyer  Group 

Optimism over  the 
future  of 
the  bond 
market 
From  previous  page: 

active  outside  the  overnight 

market.  “It  is  a   question  of 

approach  and  attitude,”  he says. 
This  could  change,  as 

tougher  rules  on  asset-liabil- 

ity management  come  intn force.  The  Reserve  Bank  has 

also  lifted  reserve  require- 
ments on  Inter-bank  loans  - 

making  It  easier  for  small 
banks  to  borrow  term  money 

from  their  bigger  counter- 
parts. Traders  are  eager  for 

an  end  to  rules  that  stop 

dealers  taking  short  posi- 
tions, allowing  market  par- 

ticipants to  hedge  their  expo- 
sure. This  should  come  with 

the  green  light  for  interest rate  swaps. 

“The  derivatives  market  is 

very  important,”  says  Mr 
Parthasarthy.  “We  are  hop- 

ing It  will  develop  the  cash 

market.” 

There  are  some  reasons  far 

optimism  about  the  develop' ment  of  the  bond  market, 
too.  Paperless  trading  will 
reduce  settlement  time. 

Trading  in  the  secondary 
market  for  corporate  bonds 
has  already  been  made  more 
attractive  by  the  abolition  of 

stamp  duty  on  electronic 
transactions. 
Analysts  hope  the  stamp 

duty  exemption  will  encour- 
age banks  to  trade  bonds, 

Rather  ihan  hold  to  matu- 

rity, as  they  commonly  do 

today.  The  cut  is  “the  most positive  step  we  have  seen  in 

three  years,”  says  Tartm  Sal- 
gal,  head  of  money  markets 
at  ANZ  investment  Bank. 
Investors  are  keeping  up 

the  pressure  for  further 
reform.  Banks  and  financial 
institutions  have  formed  a 

lobby  group  known  as Fjmmrifl  which  one  hanker 

describes  as  “a  sounding- board  and  mouthpiece  from 

the  marketplace”. 
They  seem  to  have  chosen 

their  moment  well.  Eco- 
nomic slowdown,  allied  to  a 

dearth  of  new  equity  issues, 

has  forced  the  government 

to  focus  on  measures  to 
improve  the  workings  of  the 

capital  markets.  “Their  atti- 
tude is  very  positive."  says 

Mr  SaigaL  “At  least  they  are 

prepared  to  listen.” 

access  to  real  time  informa- 
tion on  individual  brokers 

trades  and  positions. 
However,  technology  alone 

cannot  prevent  insider  trad- 

ing, and  reducing  *hi«  is 
proving  an  uphill  battle. 
Last  year,  Sebi  introduced 

quarterly  fmanrial  reporting 
to  increase  the  flow  of  corpo- 

rate information  made  avail- 
able to  all  investors.  But 

leaks,  tips  and  outright  cor- 
ruption remain  endemic, 

part  of  a   broader  maiaiM*  in TthUbb  public  wfa 

Well-founded  fears  of 
insider  dealing  led  the  com- 

pany law  board  to  introduce 
share  buy-back  provisions 
last  year  so  restrictive  as  to 
be  almost  unuseable.  In  a 
controversial  move,  Sebi  is 

pursuing  Unilever  subsid- 
iary Hindustan  Lever  over 

insider  dealing  allegations 

relating  to  its  merger  with 

group  company.  Ponds  India. 
However,  Sebi  is  under- resourced, in  need  of  a   per 

manant  cadre  of  professional 

staff,  and  foil  authority  to 
monitor  Unit  Trust  of  India. 

Real  change  will  only, 
come  at  the  level  of  the  indi- 

vidual company,  when 

India's  giant  public  sector 
shareholders  join  foreign 

investors  in  demanding  high 
standards  of  disclosure  and 
transparency.  There  are  very 
tentative  signs  that  this  is 
beginning  to  happen. 

Foreign  Insurers  are  fond  of tailing  Indians  that  their 

country  is  one  of  only  four 
in  the  world  that  prohibit 

private  companies  from 

offering  any  form  of  insnr- .   ance.  Surely,  they  argue, 
Tndta  nanrinf-  be  proud  of 

-sharing  thfo  distinction  with 

Burma,  Cuba  and  North Korea. 

But  it  may  remain  so  for 
some,  time  yet  The  bi&  to 

open  up  foe  insurance  mar- 
ket to  the  private  sector  -   an 

inch  away  from'  becoming law  last  month -looks  likely 

to  be  one  of  Hie'  first  casual- ties of  the  latest  bout  of 
political  tnrmofi. 

The  prospective  entrants 
bare  seen  deregulation  post- 

poned often  enough  not  to  be 
surprised  by  the  latest  turn  . 

-   of  events.  They  know  all  too 

well  how  quickly  ̂   situations  - change:  several  foreign 
'   insurers  operated  in  India 

before  their  plans  were  scup- 
pered  by .   nationalisation  of 
the  industry  in  1972. 

They  are  aware,  too,  that 
full  deregulation  is  likely  to 
take  some  time.  Under  the 

proposed  legislation,  foreign 

f-fumpanittg  would  initially  be 

allowed'  to  hold  only  26  per 

cent  stakes  of  any  Tmfian venture,  with  the  balance 

held  by  a   local  partner- Still  another  reason  for 
caution  is  foe  position  of  the 
two  giant  state  insurers.  Life 
Insurance  Corporation  and 

General  Insurance  Corpora- 
tion, which  monopolise flnmmi  markets  estimated  at 

$8bn  and  $2hn  respectively. 

GICs  four  operating  subsid- 

iaries alone  have  tKrtwcanric 
erf  branches  and  many  tens 
of  thousands  of  employees. 

Insurers  hoping  to  enter 

the  market  -   expected  to 

number  about  a   dozen  -   are  - 
reluctant  to  commit  them- 

selves to  winning  much  busi- 
ness off  the  state-owned 

behemoths.  They  argue 

instead  that  they  will  benefit 
from  healthy  premium 

growth  as  more  and  more 

people  see  the  merits  of  buy- 

ing insurance. “Eating  into  foe  Birinting 
companies'  market  share 
will  be  much  more  difficult 

than  eating  into  the  expan- 
ded pier  says  Antony  Jacob, 

chief  executive  in  India  of 

Royal  &   Sun  Alliance.  “I believe  that  foe  growth  for 
the  first  five  to  seven  years 

[in  general  insurance]  will 
be  in  foe  region  of  20  to  25 

per  cent  a   year.” 
In  common  with  other  pri- 

vate sector  hopefuls.  Mr 

Jacob  argues  that  the 
entrants  would  be  able  to 

offer  better  products  and  ser- 
vices than  the  state  compa- 

nies. Foreign  insurers  will  be 
able  to  settle  claims  more 

quickly  and  provide  more 
sophisticated  methods  of 

risk 

The  would-be  entra
nts 

believe  they  could  tap  m
ar- 

kets that  have  been  poony 

supplied  by  GIC  an
d  LIC- 

Health  insurance  and  pr
op- 

erty cover  are  died  as  par- 

ticularly under-developed. 

However,  consumers  are 

unlikely  to  see  premiums 

reduced  in  foe  short  term. This  is  partly  because  many 

types  of  policy,  including
 

property  and  motor  in
sur- ance,- must  be  sold  at  rates 

laid  down  in  tariffs. 

■Hie  reluctance  to  under- 

cut gfff™  also  to  reflect  a concern  that  intense  price 

competition  could  drive 
some  of  foe  joint  ventures 

out  of  business.  “I  think  that 
kind  of  rate  war  is  not 
healthy.”  says  S-KJVGtra, 
wiaTiaging  director  of  Birla 

Global  Finance,  which  has 

mittee  that  includes sentatives  of  trades  unions 

and  consumers.  He .   fe~can- 

cemed,  too.  that  the  govern-, 

ment  might  force  private' 
sector  companies  to  provide: 

]oss-makzng  social  insurance 
cimfiar  to  that  already  sup- 

plied by  GIC. Other  insurers  point  to 

testing  cultural  challenges, 

with  one  executive  warning frhflt  people  lacking  experi- 

ence of  insurance -   might  be 

reluctant  to  invest  their, 

money  in  a   scheme  they  see  : 

as  offering  no  return. 

“I  think  there  is  a   certain 

attitude  that  people  pay  the 

Insurance  scheme. but  want 
to  recover  the  premium  after 

12  months,"  he  says.  “If  you 

pay  1,000  rupees  for  your 

Insurance  scheme;' you  warn 
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Employee*  of  state-run  insurance  companies  have  opposed 

measures  to  open  the  market  to  private  and  foreign  companies  ap 

set  up  an  operation  with  Sun 
Life  of  Canada.  “It  has  to  be 
a   more  sustainable  long-term 

strategy.” 

There  are  other  dangers 

awaiting  overseas  arrivals. Few  seem  to  have  a   dear 
idea  of  the  type  of  people 

they  will  target,  beyond  a 

general  plan  to  win  the  cus- tom of  employees  of  their 

Indian  partners.  There  are 

worries,  too,  that  the  ven- tures would  prove  too 
demanding  for  indigenous 
insurers.  Thor  proposed  74 

per  cent  share  of  equity  capi- 
tal might  prove  onerous, 

especially  as  most  ventures 
are  expected  to  offer  no 
returns  for  five  or  six  years. 

One  foreign  insurer  argues 
that  the  skewed  balance  of 

power  could  deter  both 
Indian  and  overseas  compa- 

nies from  entering  foe  mar- 
ket “You  will  find  at  the  lic- 

ensing stage  that  there 
might  not  be  as  many  for- 

eign insurers  as  there  might 

have  been  long  ago,”  he 
says.  “The  26  per  cent  is  too low.  All  of  us  were  hoping 

for  more." 

He  is  critical  of  other 

aspects  of  the  regulations, 
particularly  the  powers 

to  get  L0Q0  rupees  back  for  a 
claim.  It  might  not  be  100 

per  cent  valid.” 

All  these  concerns  have 
been  over-ridden  by  an 

eagerness  to  exploit  a   poten- 
tial market  generally  esti- mated at  tens  of  millions. 

Bill  Barr,  managing  director  . 

of  Guardian  Insurance  Ser- 
vices, says  Indians  save! 

more  than  a   quarter  of  their  : 
earnings  on  average,  leaving 

plenty  of  disposable  Income 
to  spend  on  premiums. 
Some  would-be  entrants 

are  already  talking  about 

returning  to  the  positions 

they  achieved  before  nation- 

alisation, when-  foreign- * operations  controlled  more 

than  a   quarter  of  foe  indus- try. Mr  Jacob  says  Royal  & 
Sun  Alliance  is.  looking  to 

regain  its  8   per  cent  share  of the  total  market,  although 

he  is  reluctant  to  say  “when 

and  how". 

It  is  only  in  private  that 
overseas  companies 
acknowledge  the  risk  they 
would  run  by  entering  one  of 

the  world's  last  closed  mar- 
kets. "I  am  not  saying  it’s  a 

gamble  going  in  here,"  says 
one.  “But  it’s  not  too  far 

removed  from  that" 

This  announcement  appears  as  a   matter  of  record  only 
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triumphs  over 
discontent 
John  O’Mahony 
talks  to  Declan 
Donnellan  about 

his  award-winning 
Russian  production 
On  the  week  Declan 
Donnellan  arrived  in 
Moscow  for  the  Golden  Mask 
Awards,  where  his  Maly 
Theatre  production  of  The 
Winter's  Tale  received  three 
nominations,  the  British 
Embassy  issued  recommen- 

dations to  its  nationals  in 
Russia  to  keep  a   low  profile, 
avoid  situations  of  possible 
conflict  and  to  speak  English 

‘Any  tension  that 

we  are  feeling 

here  has  very  little 

to  do  with  prizes 

or  winning9 

on  the  streets  as  little  as 

possible. Fury  at  the  Nato  bombard- 
ment of  Serbia  had  already 

boiled  over  into  violent 

street  protests,  hearty  flag- 
burning  sessions,  and,  most 
notoriously,  a   botched  gre- 

nade attack  on  the  American 

Embassy.  While  Russia's 
equivalent  of  the  Olivier 
Awards  was  honouring  a 
western  director  for  the 
first  time  in  its  history,  anti- 
western  sentiment  in  the 

country  was  running  at  a 

vertiginous  15-year  hipti, 
“Any  tension  that  we  are 

feeling  here  has  very  little  to 

do  with  prizes  or  winning,- 
said  Donnellan,  as  he  loi- 

tered in  the  foyer  of  the 

Taganka  theatre.  “Yesterday 
evening,  actors  horn,  a   Yugo- 

slav company  flew  in 

directly  from  Belgrade.  Half- 
way through  our  conversa- 

tion I   was  overcome  by  the 
surreal,  frightening  nature 
of  the  situation.  Here  we 

were,  sitting  down  chatting 
with  people  whose  country 
we  just  happened  to  be 

bombing.” 
The  trip  marked  the  culmi- 

nation of  a   14-year  associa- 
tion with  Russia  that  began 

in  Helsinki  in  1985  when 
Donnellan  shared  an  inter- 

preter with  Maly  director 
Lev  Dodin  and  subsequently 

became  one  of  the  first  for- 
eigners to  witness  the  St 

Petersburg  company's  pow- 
erful, rigorously  conven- 
tional brand  of  ensemble 

theatre. 

The  relationship  blos- 
somed into  two  rapturously 

received  Russian  visits  by 

Donnellan’s  gwnmiihnMidn  g 
company  Cheek  By  Jowl, 

first  with  Measure  for  Mea- 
sure and  then  with  a   spectac- 
ular all-male  version  of  As 

You  Like  II 
Though  he  had  always 

been  eager  to  direct  Russian 
actors,  it  was  only  when 
Donnellan  retired  Cheek  By 
Jowl  for  a   trial  period  in  1997 
that  he  found  the  time  to 

take  up  an  invitation  from the  Maly. 

“What  attracted  me  is  the 
willingness  of  Russian  actors 
to  take  anything  on  board,  to 

really  attack  important 

themes,"  says  Donnellan,  “In 
England,  the  worst  thing 
you  can  do  is  be  pretentious. 
As  soon  as  any  ktod  of  direct 
emotional  statement  is 

made,  you  get  this  instinc- tive recoil,  this  protective 

wall  of  mockery.  You  practi- 
cally have  to  administer  a 

general  anaesthetic  if  you 
want  to  use  an  abstract 
noun.  Russians  are  far 
healthier.  They  are  for  less 

alone.” 

Equally  important  for  Don- 

Scone  from  The  Winter's  Tafe*:  whBa  Russia's  equivalent  of  the  OMer  Awards  was  honouring  a 
western  director  ter  the  Ikst  time,  end-western  sentiment  was  running  at  a   vertiginous  15-year  high 

nellan  is  the  Russian  thea- 
tre-going public,  which, 

despite  the  Hollywood  film 
and  video  onslaught  of  the 

past  10  years,  remains  rela- tively broad  and  unusually 

committed:  I’ve  never  been 
to  a   theatre  performance 

here  that  wasn't  jammed  foil 
of  all  kinds  of  people;  court- 

ing couples,  professional 
types,  young  men  in  military 

uniform.  Theatre  doesn't 
have  the  same  snobbish,  elit- 

ist overtones  that  you  find 

elsewhere.  It  just  really  mat- 

ters to  Russians  that  then- 

theatre  is  good.  If  every  sin- 
gle theatre  in  London  was 

closed  it  wouldn’t  cause  a 
revolution.  But  here,  you’d 
have  people  on  the  streets. 
This  level  of  devotion 

changes  everything.” The  result  of  this  English/ 

Russian  joint  venture  is  a 

production  of  The  Winter's Tale  that  perfectly  balances 

the  economic  clarity  of  Don- 
nellan’s vision,  the  searing 

simplicity  of  Cheek  By  Jowl 

co-founder  Nick  Ormo rod's 
tjpgign  and  the  finely  tuned, 

superbly  orchestrated  inten- 

sity of  the  Russian  cast  The 
many  considerable  problems 

posed  by  The  Winter's  Tale. 
which  was  dismissed  in  Rus- 

sia during  the  Soviet  era  as 
“a  fairy  tale,”  are  effortlessly 
overcome.  The  speed  of  Sing 

Leontes'  hurtling  descent 
into  murderous  jealousy,  a 

kind  of  time-lapse  replay  of 
Othello,  is  checked  by  an 

ezpressiomstic  dissection  of 

the  King's  psyche  into  inter- nal and  external  elements, 

along  with  a   virtuoso  central 
performance  by  Pyotr 

Cemak.  The  final  reconcilia- 

tion. and  the  crude  “living statue”  device  to  reintroduce 

Queen  Hermione,  is  trans- formed into  a   deeply  moving 
funereal  onion  of  dead  souls. 

And  everywhere  there  is 
inspired  local  colouring;  the giwb  military  uniforms  rem- 

iniscent of  the  court  of 
Nicholas  n,  the  hilarious 

Belorussian  “yokel”  accents of  the  peasantry,  and  the 
trial  of  Queen  Hermione, 
laced  with  visual  allusions 
to  Stalinist  show  trials  of  the 
1930s:  “We  are  not  saying 

that  is  a   didactic  com- 
ment on  Russia.”  says  Don- nellan, "These  are  just  the 

references  that  we  use  to  tell 
the  story.  Russia  is  just  very 

rich  in  strong,  resonant  ref- 

erences. 

‘Theatre  in  Russia 

doesn't  have  the 

same  snobbish, 

elitist  overtones 

that  you  find 

elsewhere' 
Right  until  the  moment 

Donnellan  walked  out  on  to 

the  vast  stage  of  the  Bolshoi 

Theatre,  however,  no-one 
really  expected  the 

undoubted  merits  of  the  pro- 
duction to  win  against  the 

tidal  wave  of  anti-western 
feeling.  Hie  announcement 

that  The  Winter's  Tale  had 
won  the  Best  Production 

award  was  greeted  through- 
out the  hall  with  shrieks  of 

delight  and  disbelief. "It  was  only  as  I   was 

boarding  an  empty  Aeroflot 
flight  ont  of  Moscow  that  it 
hit  me,”  said  Donnellan, 
"That  despite  everything 

that  was  going  on  in  Serbia 
and  with  the  situation  in 

Russia,  the  theatre  commu- 
nity could  rise  above  it  alL As  a   veteran  of  many  award 

ceremonies,  I   thought  that  I 

had  grown  immune  to  this kind  of  thing.  But  I   was 

really  deeply  moved  by  this 
gesture.  It  Is  a   lesson  for  us 

an.” 

Tlie~wS^s 
Warwick  Arts  centre  tomorrow 
and  then  tears  the  OK  until 

June  3. 

THEATRE  IN  LONDON 

Moscow,  a   city  of  many  orchestras 
Despite  the  financial  uncertainty,  George  Loomis  finds  much  music-making  over  the  Russian  Easter 
Important  church  holidays  such  as 
Russian  Easter  bring  a   surge  of 
music-making  in  Moscow,  a 

situation  foaftthe  country's economic  crisis  has  done  nothing 

to  change.  Arts  organisations  must 

now  he  quick-witted  if  they  are  to 
have  any  semblance  of  financial 
order,  yet  none  seems  to  think  that 
cutting  back  operations  would 
solve  anything.  And  so  Moscow 
remains  a   city  of  many  orchestras, 
the  most  important  of  which  could 
be  sampled  in  the  post  fortnight. 

It  was  a   period  which  brought 
the  unexpected  news  that  Vladimir 
Spivakov  will  succeed  Mikhail 
Pletnev  as  music  director  of  the 
Russian  National  Orchestra. 

Nearly  10  years  ago  a   leap  of  feith 
plus  an  infusion  of  Getty  money 
helped  create  a   brand  new 
orchestra  for  Pletnev.  then 

renowned  as  a   pianist  but  untested 

as  a   conductor.  Now  the  RNO  is 
Russia’s  best-known  orchestra, 
with  a   Deutsche  Grammophon 

contract  any  orchestra  can  envy. 
But  its  appointment  of  another 

star  instrumentalist  may  be 

tempting  f***  As  conductor  of  the Moscow  Virtuosi,  a   small  touring 
Amimwhig,  violinist  Spivakov  has 

presided  over  some  congenial 

recordings  but  has  had  little 

opportunity  to  tackle  the  core 
repertoire.  Pletnev,  who  will  be  the 
orchestra's  conductor  laureate, 
says  he  wants  to  spend  more  time 

composing.  This  is  not  a   talent 
many  may  know  about,  though  his 
Viola  Concerto  was  premiered  by 
Yuri  Bashmet  in  December. 

The  RNO  is  distinctly  western  in 
its  management.  But  when  ft 

more  reasoned  statement,  with 
most  of  its  drama  lying  in  the  . 
virtuoso  piano  part,  dispatched  . 
here  with  fearsome  octaves  by 

14-year  old  Zlata  Chochieva. 
But  what  really  caught  the 

attention  were  two  cantatas  by 

Sergei  Taneyev,  who  steered  dear 
of  the  nationalist  inclinations  of 
his  late  19th  century 
contemporaries.  John  of  Damascus, 

longer  ha«  any  radio  affiliation,  but 
that  doesn’t  stop  it  calling  itself the  Tchaikovsky  Symphony. 

Orchestra  of  Moscow  Radio  when  it 
goes  on  tour.  On  home  ground, 

most  people  simply  refer  to  it  by 
the  name  of  its  conductor, 

Vladimir  Fedoseyev.  While  the 
RNO  prides  itself  on  being 
privately  funded,  orchestras  like 
Fedoseyev 's  which  do  receive  state 

Rakhmaninov’s  First  Symphony  has  some  diabolical  eruptions  of  the 

sort  that  never  disturb  the  piano  conertos,  but  it  afforded  Pletnev 

ample  opportunity  to  indulge  his  flair  for  the  grand  gesture 

comes  to  choosing  a   new 
conductor,  apparently  only  a 
Russian  would  do.  And  its  two 

Easter  programmes  in  the  Great 
Hall  of  the  Moscow  Conservatory 
were  Russian  to  the  bone. 
Rakhmaninov's  First  Symphony 
has  some  brutal,  almost  diabolical 

eruptions  of  the  sort  that  never 
disturb  the  piano  concertos,  hut  K 
afforded  Pletnev  ample  opportunity 
to  indulge  his  flair  for  the  grand 

gesture.  Rtmsky-Korsakov’s concise  piano  concerto  makes  a 

his  opus  1,  has  choral  writing  that 

recalls  Brahms,  but  the  composer’s final  work.  At  the  Reading  of  a 

Psalm,  is  broadly  eclectic,  with  ripe 

Wagnerian  harmonies,  Strauss -tike 
orchestral  colours  and  surging 
Mahlerian  climaxes.  This  is  not 
music  in  which  understatement 

plays  much  of  a   part,  and  proved  a 
bracing  experience. 

Most  of  the  older  Moscow 
orchestras  are  still  around  in  some 
form  or  other.  The  former  Moscow 

Radio  Symphony  Orchestra  no 

support  have  seen  its  value 
reduced  to  a   pittance  by  inflation. 

So  everyone  is  on  the  look-out  for 
funds,  and  Fedoseyev  has  managed 
to  attract  the  giant  LUKolL  As  for 

the  orchestra’s  quality,  its  lush 
strings  resounded  handsomely  in 
La  Damnation  de  Faust,  but 
French  conductor  Philippe  Bender 

couldn’t  quite  get  the  players  mi  to 
Berlioz’s  wavelength,  and  the  vocal soloists  were  weak. 

Yet  one  must  be  wary  of  national 
stereotypes.  Contrary  to  what  some 

may  think,  Mahler  and  Brucknar 
are  often  played  in  Russia,  and  the 
Russian  (formerly  USSR)  State 

Symphony  Orchestra  excelled  in  a 
sumptuous  Bruckner  Seventh 
under  guest  conductor  Samuel 
Friedman.  The  first  movement 
unfolded  with  due  majesty,  but 

Friedman  took  the  elegiac  second 
movement  too  quickly  for  it  to 

work  its  spelL  This  orchestra  has 

been  Evgeny  Svetlanov's  since 1965,  and  though  his  performances 

are  infrequent,  *mriit*r  in  the month  he  offered  a   memorable 

account  of  Honegger's  mystical Third  Symphony. 

Had  the  RNO  been  interested  in 
a   non-Russian  conductor,  one  was 
dose  at  hand.  Constantine 

Orbelian,  an  American  of 
Armenian  descent,  has  led  the 
venerable  Moscow  Chamber 
Orchestra  since  before  the  fan  of 
Communism.  He  brought 

American  trumpeter  Bibi  Black  to 
the  Tchaikovsky  Hall  for 

Alexander  Harutunyan’s  Trumpet 
Concerto,  a   pleasant  enough  work 
that  sounds  something  hke 

Shostakovich  without  foe  irony. Glinka’s  charmingly  Ralianate 

Grand  Sextet  was  good  to  hear,  but 
it  deserved  a   more  sympathetic 
pjapiet  ffrjm  Mail  Arkadev. 

Orbelian  often  programmes 

Tchaikovsky's  Serenade  for Strings,  but  if  any  group  is  going 

to  overplay  this  overplayed  work, 
this  is  one  to  do  so. 

Comedy  with  a? 
licence  to  chill  t 
In  1958  foe  premier  of  The 
Birthday  Party  introduced 

the  theatre  world  to  Pinter's 
comedy  of  menace.  Forty- 

one  years  on,  Joe  Harms- 
ton’s  revival  is  sharp  on  the 

comedy,  not  so  hot  on  the 

The  uncertainties  in  Pin- 
ter’s text  are  still  unsettling. 

We  never  discover  foe  true 
identities  of  the  strange  men 

who  turn  zip  to  winkle  the 
reclusive  Stanley  out  of  his 

hiding  place  in  a   seaside 
boarding  house,  or  the 
nature  of  their  quarrel  with 
him.  We  never  learn  where 

they  are  taking  Mm-  though 
we  gather  it  is  to  some 
higher  authority  who  will 
deal  vindictively  and  bru- 

tally with  him. This  Kafkaesque  scenario 

has  not  dated:  it  is  the  stuff 

of  nightmares;  it  also  con- tinues to  resonate  in  a   world 
where,  in  many  places,  the 

monstrous  can  invade  nor- 

mality at  any  time.  Pinter’s ability  to  switch  from  prattl- 
ing mundanity  to  sweaty- 

p aimed  terror,  indeed  to 
have  foe  two  running  con- 

currently, as  they  do  during 

Stanley’s  impromptu  birth- 
day party,  remains  chilling. 

Some  aspects  of  this  pro- 
duction are  very  good.  Pru- nella Scales,  who  plays  foe dim  and  doting  landlady, 

Meg,  rather  like  an  early 
version  of  Mrs  Merton, 

delivers  her  tines  with  per- 
fect comic  timing,  though  I 

didn’t  quite  behove  in  her 
pathetic  lusting  for  Stanley. 
Steven  Pacey  makes  Stanley 

a   seedy  and  smug  individ- 

ual, who  toys  with  Meg’s devotion  and  makes  capital 
out  of  her  gullibility,  thus 

rendering  his  transforma- tion into  a   quivering  jelly 

all  the  more  striking.  The 
production  emphasises,  too, 

how  perceptive  -   and  cruel 
-   the  comedy  can  be. 

Timothy  West  as  Goldberg 
and  Nigel  Terry  as  McCann 
also  bring  out  the  comic 
aspect  of  their  pairing, 

emphasising  the  contrast between  the  brooding  and 

taciturn  McCann  and  the,** 

avuncular  Goldberg,  with*' 
his  false  bonhomie  and 

gooey  reminiscences  about,'-; 
his  Jewish  childhood.  The„.- 

twitchiness  of  the  two  hit-’:  1 

men  is  also  well  expreseivj 
Pinter’s  analysis  of  persec  ac- tion focuses  not  just  on  tbe?^ 

fear  of  foe  victim,  hot  also.  * 
of  the  persecutors  mampu-V* lated  by  a   higher  command^ 
What  doesn't  emerge-,.* 

strongly  to  this  production, 
however,  is  the  mounting-  s 
sense  of  icy  fear.  Pacey‘s.,7 
Stanley  drops  to  his  chair  ,-i 
like  a   stone  when  he  bears. 
Goldberg’s  name,  but  other,  t 

moments  just  don’t  take  on ,   - the  deadly  significance  they 
could  have.  At  one  point 

McCann  sits  at  foe  tablq-^ 

simply  tearing  strips  of  - .» 

paper  with  great  dell  be  ra-,/. tion  -   this  could  be  made  tq-*u 

feel  horribly  sinister,  but  it' ^ 

falls  flat  here;  meanwhile^-' their  cross-examination  ol-4 
Stanley  is  taken  at  sneb^? 
speed  that  it  puts  you  in,/-, 
mind  of  a   comedy  show  pas—- 
tiche  interrogation.  Neither^ 
West  nor  McCann  are  quite 

suggestive  enough  to  make  .. their  humiliation  of  Stanley 
daring  foe  birthday  party- rz 
truly  intimidating. 

The  last  scene  is  still.--* 
effective.  When  Stanley--., 
appears,  bandied  Into  an.,,* 

outsize  suit,  he  is  evidently"*' 

so  tranmatised  he  cannot^ 

speak,  and  McCann  and\'j 

Goldberg  shepherd  him  off 

to  foe  helpless  horror'  of  d 
Meg’s  husband  Petey  (a.r 

nicely  understated  Barry,,. 
Jackson).  But  as  Petey- 
resumes  his  benign  chit-chal^e- with  Meg  we  shonld  have/; 
the  sense  that  their  hum-  , 

dram  lives  have  just  coll- uded with  something  quite 

terrible,  to  which  any  of  us  r. 

could  fall  prey.  Here  that 
spine-chilling  moment  never arrives.  n Sarah  Hemming  % 

  ."  ; 

‘The  Birthday  Party*,  PjccafiBy-^ 

Theatre,  London  Wl.  * 

Perfect  comic  timing:  PruneRa  ! 
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INTERNATIONAL 

Arts 

Guide 
AMSTERDAM 
DANCE 

Hot  Muziefctheater 

Tot  31-20-551  8911 
U   La  La  Human  Steps;  toe 
Canadian  dance  company  in -Salt";  Apr  29 

OPERA 

Netherlands  Opera,  Hat 
Muziakthoater 

Tet  31-20-551  8911  ' 
Otelto:  by  Verdi.  Conducted  by 
Carlo  Rlzzi  In  a   staging  by  Klaus 

Michael  Grfiber,  with  a   cast  led 

by  Vladimir  Bogachev;  Apr  28; May 1 

BALTIMORE 
OPERA 

Baltimore  Opera  Company 

Tat  1-410-825  1600 

Andrea  Chenier,  by  Giordano- 

Conducted  by  Marco  Arniflteto  
in 

a   staging  by  Bernard  llzan;  Apr
 28,  30;  May  2   __ 

BEIJING 
DANCE 

E^dbfoon  Centre  Theatre 

•   The  Royal  Ballet  the  British 

company  presents  a   Gala 
Programme,  with  the  Orchestra 
of  the  National  BaHet  erf  China 
conducted  by  Andrea  Quinn;  Apr 

28.29 
•   The  Royal  BaBet  Romeo  and 

Juliet,  in  Kenneth  MacMEan’s staging  with  designs  by  Nicholas 
Georgtadis.  With  the  Orchestra  of 
the  National  Ballet  of  China 
conducted  by  Andrea  Quinn;  Apr 
30;  May  1.2   

BERLIN 

DANCE Deutsche  Oper 

Tel:  49-30-34384-01 

A   Midsummer  Night's  Dream: 
new  staging  by  Heinz  Spoertl, 
conducted  by  Arturo  Tamayo. 

With  sets  by  Hans  Schavemoch 

and  costumes  by  Keso  Dekker 
Mav  1 

BONN 
EXHIBITION 
Kunsf-  und  AussteBungshaBe 

der  Bimdesrepubfik 
Deutschland   

Tel:  49-228-917 1200 

wwwJfMt-honn.de 

Composition  on  the  t
able: 

Interactive  musical  install
ation  by 

Tcshfa  hrai;  toJvn  12 

EDINBURGH 

exhibition 

Royal  Scottish  Acade
my 

Tel:  44-131-624  6200 

173rd  Annual  BthtoBon:  p
a&tifng, 

sculpture  and  arch
itecture, 

including  works** 
 three 

Academicians  who  «
Sed  hi  1998 

-   Alberto  Morocco,  David 
McClure  and  James  McIntosh 

Patrick;  to  Jul  11 

FLORENCE 
OPERA 
Teatro  Com  unale 

Tel:  39-055-21 1 158 
www.rnaggiofkirentino.corn 
The  Queen  of  Spades:  by 
Tchaikovsky.  Conducted  by 
Semyon  Bychkov  In  a   staging  by 

Lev  Dodin,  in  a   co-production 
with  Netherlands  Opera  and 

Op£ra  National  da  Paris; 

Apr  29 

FORT  WORTH 
EXHIBITION 
Kimball  Art  Museum 
Tel:  1-817-3328451 
www.kimbeilarLorg 

Matisse  and  Picasso:  A   Gentle 
Rivalry.  More  than  TOO  paintings, 

sculptures  and  drawings  on  loan 
from  collections  around  the  world 

make  up  this  first-ever  exhibition devoted  to  the  relationship 
between  the  two  great 
modernists;  to  May  2 

HOUSTON 
EXHIBITIONS 
Museum  of  Fine  Arts,  Houston 
(Tek  1-713-639  7300)  and 
Contemporary  Arts  Museum 

(Tel:  1-713-284  8251) 
Art  at  Work:  and  Potty  Years  of 
the  Chase  Manhattan  Collection. 

Display  of  77  works  which 
together  chart  the  major 
movements  in  postwar  American 
and  European  art  Organised 
chronologically,  the  show  at  the 

Museum  of  Fine  Arts  includes 

works  by  Calder,  Stella  and 
Beuys,  while  the  Contemporary 
Arts  Museum  features  artiste  of 
the  1980s  and  1990s,  including 

Basquiat  Cragg,  Lichtenstein and  Sherman;  to  May  2 

LAUSANNE OPERA 

Opera  de  Lausanne,  TMfttre Municipal 

Tel:  41-21-310  1600 
The  Rake’s  Progress:  by 
Stravinsky.  New  production. Andrri  Engel  directs  a   staging  by 

Dominique  Meyer,  conducted  by 
Jonathan  Darlington; 
May  2 

LONDON 

CONCERTS 
Barbican  HaH 
Tel:  44-171-838  8891 
•   English  Chamber  Orchestra: 
conducted  by  Paul  Goodwin  In 
works  by  Ravel  and  Mozart,  and 
in  the  world  premiere  of  a   new 
work  by  Kakinuma,  with 
shakuhachi  soloist  Richard 

Stagg;  Apr  28 •   London  Symphony  Orchestra: 

conducted  by  Mstislav 
Rostropovich  in  works  by 
Tchaikovsky,  Prokofiev  and 
Shchedrin,  with  violin  soloist 
Maxim  Vengerov;  Apr  29 

Royal  Festival  HaH 

Tel:  44-171-9604242 

BBC  Symphony  Orchestra: 
conducted  by  Mertyn  Brabbins 
in  works  by  Ades,  Maxwell 
Davies  and  Birtwistle; 

Apr  29 

EXHIBITION Queen’s  Gallery 

Tel:  44-171-839  1377 

The  Kira’s  Head:  organised  to 
coincide  with  the, 350th  : 
anniversary  of  the  regicide,  this 

biographical  exhibition  brings 
together  Images  of  Charles  I   from 
all  stages  of  his  life.  Inducting 
Van  Dyck’s  triple  portrait,  prints, 
medals  and  books,  the  show 
concludes  by  focusing  on  the 
iconography  of  the  king  as 
martyr;  to  May  3 

OPERA 
English  National  Open; 

London  CoHseum 
Tel:  44-171-632  8300 
•   Mefistofete:  by  Boito. 
Conducted  by  Oliver  von 
Dohndnyi  in  a   new  staging  by  Ian 

Judge;  Apr  29 
•   Semele:  by  HandeL  Rosemary 

Joshua  sings  the  title  role  in 
Robert  Careen’s  production, 
conducted  by  Harry  Bicket;  Apr 
28,30 

Sadler's  WeBs 
Tel:  44-171-863  8000 
The  Royal  Opera:  Paul  Bunyan, 
by  Benjamin  Britten.  Staging  by 

Francesca  Zambeflo,  conducted 
by  Richard  Hicfcox  (replaced  by 
Chris  WUI®  on  Apr  27);  Apr  28, 29,30;  May  1 

MADRID 
EXHIBITION 

Fundacfon  Juan  March 
Tel:  34-91-435  4240 
Kurt  Schwitters  and  the  Spirit  of 

Utopia:  paintings,  drawings, collages  and  photographs  by  the 

German  avant-garde  artist,  horn 

tire  period  1918-1947.  Includes Joans  from  the  Sprang0!  Museum 
in  Hanover  and  private 
collections,  including  that 

made  by  the  artist’s  son;  to 

Jun  27  . 

MUNICH 
CONCERTS 
Phflharmonte  Gssteig 

Tel:  4989-5481  8181 •   Munich  Philharmonic 
Orchestra:  conducted  by  Gerd 

Albrecht  In  works  by  Sibelius  and Allan  Petterason;  Apr  30 

•   Prague  Symphony:  conducted 
by  Leos  Svarovsky  In  works  by 
Rimsky- Korsakov,  Chopin  and 

Ravel,  with  piano  soloist  Rudolf Buch  binder;  Apr  28 

NAPLES 

OPERA 
Teatro  (fi  San  Carlo 
Tel:  39-081-797  2331 
II  Sarbiere  di  SMglla:  by  Rossini. 

Gabriele  Ferro  conducts  a 

staging  by  Filippo  CriveHi,  with  a cast  led  by  Leo  Nuccr,  Apr  28, 30;  May  2 

PARIS 
OPERA Oprira  National  de  Paris,  Op6ra 

BastHle 
Tet  33-1-4473  1300 

www.opera-de-paris.fr 
Wazzeck:  by  Berg.  Conducted  by 
Jeffrey  Tate  in  a   new  staging  by Pierre  Strosser,  May  3 

Opdra  National  de  Paris,  Palais 

Gamier 

Tel:  33-1-4343  9696 

www.operB-de-paris.tr Pi aide:  by  Jean-PhiJJppe 
Rameau.  Conducted  by  Marc Minkowski  in  a   staging  by 

Laurent  Pelly;  Apr  20,  29,  30; 
May  2,  3 

VIENNA 
CONCERT 

Konzerthaus 
Tel:  43-1-5870  5040 Vienna  Radio  Symphony 

Orchestra:  conducted  by  Ulf 

Schirmer  in  a   concert 

performance  of  J.  Strauss’s  Der  ' 

Lustige  Krieg;  Apr  29 

TV  AND  RADIO 
•   WORLD  SERVICE 
BBC  World  Service  radio  for 

Europe  can  be  received  in  4 western  Europe  on  medium  wave 

648  kHZ  (483m) 

EUROPEAN  CABLE  AND 
SATELLITE  BUSINESS  TV 

•   CNN  International  L' 
Monday  to  Friday,  GMT: 

0650:  Money  line  with  Lou  Dobbs 
13UJ0:  Business  Asia 
19.30:  World  Business  Today 
22.00:  World  Business  Today 

Update 

•   Business/Market  Reports: 

05:07;  06:07;  07:07;  0820;  09:20; 
10:20;  11:20;  1132;  1220: 13:20; 

14:20. 

At  08:20  Tanya  Beckett  of  FTTV reports  five  from  UFFE  as  the  fe 

London  market  opens. 
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FINANCIAL  TIMES
  WEDNESDAY  A

PRIL  28  1999 COMMENT  &   ANALYSIS 

PERSONAL  VIEW  GEOFFREY  ARONS
ON 

Mr  Muscle 
T>*,  Clinton  administration's  strategy  in  the  world's 

 trouble  spots  reveals  a   consistent 
failure  to.  understand  the  nature  of  its  own  power 

The  Clinton  adminis- 
tration’s war 

against
  Yugosl

avia 

has  been  muc
h  crit- 

icised in  recent
  weeks.

  Yet 

the  probl
ems  associa

ted  with 

US  policy
  in  the  Balka

ns  are 

deeper
  than  the  supe

rficial
 

debate 
 on  tactic

s  and  strat-
 

egy sugges
ts.  Nor  is  the  solu

- 

tion to  be  foun
d  in  the 

arrival 
 of  Apache

  helicop
ters 

or  in  the  intr
oducti

on  
of 

Americ
an-led

  
ground

  forces. 

There  are  a   number  of 

symptoms  of  a   profound  m
al- 

aise in  US  policy.  These 

Include  the  reluctance  of  the 

■   Clinton  administration  to 

describe  Its  captured  soldiers 

as  prisoners  of  war,  and  its 

desire  to  wage  a   war  In 

which  no  one  -   Mead  or  foe 
-   dies.  Equally  disturbing 

was  its  Initial  failure  to  con- 
sult Russia,  charter  member 

in  the  now-stillborn  Partner- 
ship for  Peace. 

For  all  its  acumen  in  the 

conduct  of  domestic  and  eco- 
nomic policy,  the  Clinton 

White  House  has  shown 
itself  as  tragically  inept  in 
its  response  to  the  challenge 
of  foreign  affairs.  In  spite  of 
tbe  power  and  authority 

vested  in  the  world's  unchal- 
lenged superpower.  In  this 

vital  endeavour.  Bill  Clinton 
has  not  known  how  to  be  a 

president 

This  flaw  in  Mr  Clinton's use  of  American  power  has 
been  in  disturbing  evidence 

not  only  in  the  conduct  of 
relations  towards  central 
Issues  such  as  Yugoslavia, 

Iraq,  and  Israel,  but  also  in 
places  as  far  afield  as  Haiti, 
Rwanda,  and  Somalia. 

•   The  common  thread  tying 
them  diverse  issues  together 

has  been  the  administra- 
tion's consistent  failure  to 

understand  the  nature  of  the 
power  its  wields.  Since  it 
lanits  this  basic  understand- 

ing. it  is  hardly  surprising 
-that  its  strategy  and  tactics 
have  fallen  short  even  of  the 
standards  set  by  the 
administration. 

This  consistent  amateur- 
ism in  the  use  of  power  is 

unprecedented  in  recent 
American  history.  Critics  of 
the  conduct  of  US  policy  in 
the  Nixon,  Reagan,  Bush, 
and  even  Carter  administra- 

CHnton:  it’s  lonely  at  the  top 

tions  have  never  questioned 
whether  these  presidents 
and  their  advisers  were 

aware  of  the  nature  of  Amer- 
ican power  in  international 

affairs.  Nor  did  they  have  to 
acit  whether  tbe  US  govern- 

ment was  confident  and 
comfortable  in  exercising  its 

power. Both  in  the  conduct  of  war 
and  in  the  making  of  peace, 
the  White  House  has  been 
outmatched  by  leaders  far 
more  skilled  and  ruthless  in 
their  pursuit  of  national 
interest.  Slobodan  Milosevic, 

president  of  Yugoslavia,  is 
only  the  latest  in  a   line  of 
leaders  of  smaller,  less  pow- 

erful countries  who  have 
taken  the  measure  of  Mr 

Clinton.  In  his  overwhelm- 
ing desire  for  a   quick  diplo- 

matic or  military  fix  without 

regard  to  long-term  interest 
or  strategy,  they  have  found 
an  opportunity  for  mischief, 
mayhem,  and  even  murder. 

It  is  not  only  in  conduct- 
ing war  in  the  skies  over 

Baghdad  or  Belgrade  that 
the  Clinton  administration 
has  shown  itself  unequal  to 
the  challenges  it  faces.  Wars 
generally  follow  a   failure  of 
diplomacy.  Diplomacy  falters 
when  adversaries  fall  to 
comprehend,  or  to  respect, 
the  intpnrions  of  the  person 

sitting  on  the  other  side  of 
the  table. 

Mr  Milosevic,  like  Saddam 

Hussein,  president  of  Iraq, 
calculated  that  he  could  use 
the  failure  of  American-led 

diplomacy  to  his  own  advan- 
tage. Mr  Milosevic  has 

already  confounded  Nato's 
primary  objective  -   the 
peaceful  existence  of  Kos- 

ovo’s Albanian  majority.  In 

this  important  respect,  what- 
ever happens,  Nato  has 

already  lost  in  Yugoslavia. 
In  Iraq,  US  diplomacy  has 

failed.  The  administration 
used  the  United  Nations  as 
an  instrument  to  try  to  force 

Iraq  to  submit  to  an  Inspec- 
tion regime  entailing  a   loss 

of  sovereignty  unprece- 
dented in  the  post-colonial 

era.  But  questions  about  the 
credibility  of  US  intentions 
have  proved  justified. 
Mr  Hussein  has  not  only 

defeated  the  inspection 

regime  -   the  keystone  of  the 
administration’s  policy  of 
containing  Iraq.  He  also  has 
demonstrated  that  he  can 

survive  the  US-devised  alter- 
native. This  is  the  continu- 

ance Of  prannmir  sanrUnna 
a   low-grade  war  from  the  air, 

and  a   policy  of  "regime 

replacement’’. 

The  precedent  in  Iraq  can 

only  encourage  Yugoslavia’s leader  to  persist  against  an 

adversary  that  has  tele- 

graphed a   hesitant  commit- 
ment to  realise  its  vision  of 

the  future.  The  US  has  sig- 
nalled that  it  lacks  even  the 

ability  to  conceive  a   strategy 
for  the  effective  use  of  Amer- 

ican and  allied  power. 
Mr  Milosevic  may  have 

encouragement  from 

what  appears  an  unlikely 

source  -   the  American  “vic- 
tory” at  the  Wye  Plantation 

talks  between  Israeli  and 

Palestinian  negotiators  last 

October.  Mr  Clinton's involvement  in  these  talks  is 

probably  the  most  fflumlna- 
ting  example  of  his  failure  to 
appreciate  the  nature  of  the 

power  he  wields. In  the  months  preceding 

the  talks,  American  officials 

conducted  a   diplomatic  "cold 
war”  against  Benjamin 
Netanyahu,  the  Israeli  prime 
minister,  which  included 
withdrawn  ultimatums  and unfulfilled  threats.  Officials 

including  the  president  were 
drawn  into  refereeing  the 
minutiae  of  relations 

between  unwilling  Palestin- 
ian and  Israeli  negotiators. 

At  Wye,  Mr  Clinton 
Invested  much  time  and  the 
prestige  of  the  presidency,  to 

forge  what  at  best  was  a   par- 
tial understanding  about 

how  to  implement  an 
already  signed  Interim 
agreement.  In  spite  of  his 

efforts,  the  Wye  understand- 

ings -   in  particular  Israel’s further  military  redeploy- 
ment from  parts  of  the  West 

Rantc  —   remain  nnflilflTlar! 
One  can  be  sure  that  the 

pattern  of  presidential 
involvement  at  Wye,  culmin- 

ating in  an  agreement  that 
Mr  Clinton  proved  unable  or 

unwilling  to  enforce,  did  not 

go  unnoticed  in  Baghdad  or in  Belgrade.  Foreign  policy 

is  not  simply  a   different  kind 
of  domestic  policy,  and  for- 

eign adversaries  cannot  be 
considered  like  domestic 

political  opponents. 
Mr  Clinton  can  expect  no 

help  in  Yugoslavia  from  his 
European  partners,  who  are 
similarly  unattuned  to  the 
daman ds  of  making  and  exe- 

cuting foreign  policy  in  cri- 
ses. As  president  of  the  US, 

he  is,  and  remains,  alone  at the  top. 

The  author  is  the  director  of 
the  Foundation  for  Middle 
East  Peace  in  Washington 

DC 

STAR  ALLIANCE 
Tbe  mbae  icrafc  far  Earth. 

Our  Executive  First  seat  reclines  until  it’s  almost  flat. 
Defy  discomfort 
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LETTERS  TO  THE  EDITOR 

Europe  and  the  new  ‘American  way From  Mr  RJL  Ledmgham. 

Sir,  Stuart  E.  Eizenatat’s article  “Why  we  should  wel- 
come biotechnology”  (April 

16)  appears  to  be  based  on 
the  premise  that  European 
resistance  to  genetically 

modified  crops  is  purely  the 
result  of  media  bias.  .   . 

There  are  some  very  genu- 

ine and  valid  concerns  out- 

side the  US  about  the  envi- ronmental and  economic 

impact  of  engineered  crop 
plantings.  There  is  also  some 

-   admittedly  hyped  -   con- 
cern about  the  effect  of  con- 

suming genetically  modified 

foods,  not  least  the  concern 
of  tbe  UK’s  “food  safety  min- 

ister”, who  has  decided  that 
all  caterers  will  be  required 
to  declare  which  items  on  a rm»nn  contain  such  foods. 

Europe  is  about  to  find  out 

the  contemporary  “Ameri- can way”.  That  way  used  to 
be  striving  to  provide  the 
products  consumers  want,  of 
the  best  quality,  at  the  best 
price.  Such  a   tradition  does 
not  seem  well  saved  by  Mr 

Eizenstat'a  claim  that 

.   “within  a   few  years,  most  US 

agricultural  production  will 
consist  of  modified  organ- 

isms or  be  mixed  with  such 

products". 

The  implications  ere  that 
Europeans  will  not  be  able 

to  identify  genetically  modi- 

fied products  among  US  agri- 
cultural production  but  must 

allow  all  those  products  to 

be  sold  or  face  the  threat  of jannHrma  causing  collateral 

damage  to  unrelated  indus- 

tries. 

There  is  perhaps  a   better 

way  forward.  The  US  Depart- ment of  Agriculture  could 

sponsor  and  specify  a   con- tract traded  on  the  Chicago 

Board  of  Trade  for  non-GM 
soybeans,  wheat,  com  and 

rice.  Given  current  Euro- 
pean market  sentiment, 

those  contracts  would  proba- 
bly trade  at  a   premium  to existing  CBOT  contracts  and 

would  give  everyone,  grow- ers and  buyers,  a   genuine 
long-term  choice. 

If  the  US  wants  to  defuse  a 

crisis,  the  USDA  could  spon- sor and  specify  a   Chicago 

Mercantile  Exchange  future,
 

for  boneless  beef  from  cattle 

reared  without  growth-pr
o- moting hormones. 

The  main  argument 

against  providing  the  agri
- 

cultural markets  with  such 

dunces  appears  to  be  that  i
t 

may  be  against  the  interests 

of  some  very  powerful  phar-
 

maceutical and  chemical 

industry  lobbyists.  If  the  US 

is  not  prepared  to  act,  maybe 

the  Paris  Matif,  the  Waren- tenninboerse  or  Amster- 

dam’s AEX  might  consider 
unilateral  contract  specifica- 

tions and  regimes.  Mean- 

while, with  modified  foods’ 
identity .   masked  by  what 

appears  to  be  a   deliberate  US 
government  policy,  could 

someone  please  ten  our  illus- 
trious food  safety  minister 

here  in  the  UK  that  ha  is 
whistling  Dixie  and  Is  going 
to  look;  extremely  stupid. 
R-A:  Ledingham. 

The  Old  Hat, 

Prestem  Bissett, Bucks  MK18  4LN, 
UK 

Banana  solution  calls  for  flexibility 
From  Mr  George  E.  Williams. 

Sir,  Ambassador  Oswaldo 
Ramtrez-Landdzuxi  of  Ecua- 

dor uses  statistics  very  skil- 
fully but  he  misses  the. real 

point  of  the  current  banana 

dispute  (“What  banana  trade 
means  to  Ecuador”,  Letters, 
April  16). 

Small  Caribbean  island 

states  like  my  own  are  over- 
whelmingly dependent  on 

banana  sales  to  the  Euro- 
pean Union.  These  account 

for  over  half  of  all  export 
earnings  in  Dominica,  St 
Lucia  and  St  Vincent,  and 
for  more  than  30  per  cent  of 

employment 
We  do  not  have  alterna- 

tives such  as  03,  which  until 

recently  earned  Ecuador  50 
per  cent  more  than  its  total 
banana  exports.  If  we  lose 
our  trade  to  die  EU,  our 
entire  economies  collapse. 
Yet  that  trade  is  modest: 

300,000  tonnes  in  1997  for  all 
traditional  Caribbean  suppli- 

ers, compared  with  Ecua- dor’s 728,000  tonnes.  Since 

1991,  Caribbean  exports  to the  EU  have  fallen  by  14  per 

cent;  Ecuador’s  have  risen 

by  21  per  cent 

The  amhngdfifrr  described 

Ecuador  as -a  mnaii  country. 
The  total  population  of  the 
four  Windward  Island  states 

is  850,000,  compared  with 

Ecuador’s  nw  The  islands therefore  have  no  viable 
domestic  market  as  well  as 

very  limited  natural 
resources. 

The  World  Trade  Organi- 
sation.needs  to  *skA  account of  these  special  problems,  in 

enforcing  rules  of  free  trade. 

It  cannot  be  right  fra:  inter- 

national trade  law  to  insist 
on  the  nrrn  of  really  small economies  simply  to  make 

room  far  unlimited  expan- 

sion.by  those  who  already 

enjoy,  a   large  market  share, 
or  that  the  gams  from  trade 
should  be  based  on  market 

efficiency  alone. 
The  crucial  question  is 

how,  in  the  light  of  the  WTO 

ruling,  the  EU  is  to  fulfil  its 
f-nmmitrqant  under  Lome  to 

maintain,  the  Caribbean banana  trade.  Finding  a   via- 

ble solution  will  call  far  flex- 
ibility on  the  part  of  coun- tries such  as  Ecuador  and 

the  US.  Hie  reputation  of 
the  WTO  depends  on  it, 

along  with  the  economic  sur- vival of  the  Caribbean 
banana  industry. 

George  B.  Williams, 
High  Commissioner  for 
the  Commonwealth  of 

Dominica,  * 

1   Coffingham  Gardens, Earl’s  Court. 

London  SW5  OHW,  UK 

-On  a   life  support"  (April 

20).  By  being  both  right  
and 

wrong  in  equal  magnitudes, 

I   imagine  it  having  a   similar
 

effect  an  the  central  nerv
ous 

systems  of  many  chie
f 

branding  officers  and  many
 

chief  learning  officers. 

It  is  surely  right  to  caD  for 

corporate  euthanasia  of  
an 

organisation  or  company 
brand  that  no  longer  has 

potential  to  grow  value. 

There  will  be  times  -   per-
 

haps in  tbe  telecommunica- 
tions case  cited  -   when  this may  be  the  only  decent  way 

to  from  an  organisa- 

tion whose  culture  and  busi- ness was  until  yesterday 

locally  regulated  and  today 
finds  itself  exposed  to  a   glob- 

alising industry. 

However,  most  value  in 
the  intangible  age  is  not  as stated  in  the  separability  of 
"economic  purposes,  con- 

tracts, relationships  and assets”  but  in  the  way  their 

unique  combinatorial  pat- tern is  lived.  Wherever  this 

is  organisationally  not  the 

case,  we  do  indeed  have  a 

very  badly  aligned  company. But  we  need  an  inquest  for paeii  such  killing.  Most  will 

reveal  examples  of  very  poor 

leadership  purpose  whose 
migtaicpK  need  to  be  learnt 

from.  Not  the  least  because 

the  employees  who  invest their  individual  learning 

passions  and  communal working  pride  in  a   company 
brand  —   the  human  energy 

all  company  brands  are 

driven  by  -   deserve  a   better 

explanation  than  that  eutha- nasia is  something  econo- 
mists now  deem  a   natural 

part  of  corporate  life. Chris- Macrae, 

Institute  of  Brand  Learning 

Organisation, 

24  Effra  Road,  - 
London  SW19  8PP,  UK 

Number  One  Southwark  Bridge,  London  SE1  9HL 
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Taming  the  titans 
Korea’s  reformist  president  has  read  the  riot  act  to  the  country’s  powerful 

conglomerates,  but  they  are  still  resisting  reforms,  says  John  Burton 

It  was  a   humiliating 

moment  for  Em  Woo- 
cfaong,  the  chairman  of 
Daewoo,  when  he 

announced  10  days  ago  that 

he  was  putting  some  of  his 
prized  corporate  possessions 

up  for  sale,  including  luxury 

hotels,  truck  and  telecommu- nications businesses,
  
and 

one  of  the  world's  biggest 

shipyards. 

Daewoo,  South  Korea's second-largest  conglomerate, 
once  advertised  itself  as  the 

company  that  “dared  to dream”.  It  took  Mr  Kim  30 

years  to  build  his  industrial 
powerhouse  from  its  origins 
in  a   small  textile  trading 

company.  But  the  dream  was 
built  on  a   mountain  of  debt, 
estimated  at  tbe  last  count 

at  $49bn. Even  during  the  depths  of 
Korea’s  economic  crisis  last 

year,  Mr  Kim  denied  his 
group  was  in  trouble,  saying 
exports  would  earn  enough 
hard  currency  to  service 

debts.  But  when  the  govern- 
ment warned  two  weeks  ago 

that  It  would  cut  off  support 
if  the  group  did  not  shape 

up,  Daewoo  bowed  to  reality. 

President  Kim  Dae-jung’s “get  tough”  policy  is  his  lat- 

est attempt  to  get  Korea’s 
big  conglomerates,  or  chae- 

bol, to  reduce  unsustainable 
levels  of  corporate  debt  and 

shed  unproductive  assets. 

But  in  taking  a   more  con- 
frontational stance  against 

the  chaebol,  the  president 

has  picked  some  powerful 
opponents.  It  is  still  unclear 
who  will  emerge  the  victor. 
The  reformist  president 

came  to  power  in  early  1998 
vowing  to  tame  the  culprits 
of  Korea's  financial  crisis. 
Gorging  on  borrowed  funds, 
the  chaebol  had  engaged  in 

reckless  industrial  expan- 
sion with  little  thought  to 

the  profitability  of  their 
investments.  When  many 

projects  started  to  fail,  the 
chaebol  were  left  with  debts 
they  could  not  repay.  A 

banking  crisis  ensued.  The 
International  Monetary 
Fund  was  called  In  and  a 
$58bn  rescue  operation 
followed. 
The  president  has  had 

little  success  so  for  against 

the  mighty  chaebol.  The 

debts  of  Hyundai  and  Dae- 
woo, the  two  biggest  con- 

glomerates, have  actually 

increased  during  Korea's financial  crisis,  because  they 

defied  government  exhorta- 

tions to  reform  and  contin- 
ued to  expand  into  new  busi- nesses. 

Now  the  president  is  wav- 
ing a   big  stick.  Last  week,  he 

threatened  to  take  control  of 
chaebol  units  by  swapping 

their  debts  with 
banks  for  equity  in  their 

companies.  He  also  said  be 

might  appoint  new  manag- 

ers to  replace  the  chaebol's family  owners.  Hyundai 
executives,  the  president 
said,  were  being  investigated 
for  alleged  insider  trading. 
The  implication  was  dearly 
that  some  managers  were 
unfit  to  run  their  companies. 

Officials  say  the  tactics  are 
working.  Hyundai  has 
announced  an  ambitious 
restructuring  programme 
that  would  slash  the  number 
of  its  subsidiaries  from  79  to 
26.  The  company,  a   leading 

“Corporate  restructuring 

will  mean  few  if  any  facto- 
ries are  closed,  as  over- 

investment is  Korea's  core 

problem.” 

Take  the  merger  of  the 

Hyundai  and  LG  semicon- ductor units:  it  was  meant  to 
be  the  centrepiece  of  the 

government’s  industrial rationalisation  programme. 
But  any  surplus  plants  are 

unlikely  to  be  shut  for another  two  or  three  years, 

if  then. 
And  while  the  KAL  chair- 

man has  resigned,  he  has 
named  his  son  and  a   loyal 

corporate  retainer  to  manage 
the  airline.  The  president 

apparently  lost  the  battle  to 
appoint  a   new  slate  of  pro- 

fessional executives. 
Some  analysts  see  a   mood 

of  complacency  setting  in  as 
the  economy  improves. 

Investors  were  hoping  that  discipline 

would  be  reimposed  on  the  chaebol 

when  Korea’s  banks  were  sold.  But 

the  government  is  wavering 

manufacturer  of  memory 

chips,  has  also  done  its  part 
to  rationalise  production:  it 

recently  concluded  a   state- 
sponsored  takeover  of  LG 
Semi  con,  a   rival  manufac- turer, to  reduce  overcapacity 

in  the  industry  -   although 
not  before  some  serious  gov- 

ernment prodding  to  raise 
Its  bid  price. Korean  Air  (KAL).  the 

national  flag  carrier,  is 

another  target  of  the  govern- 
ment's reforms.  It  is  under 

orders  to  shake  up  manage- 
ment after  President  Kim 

criticised  the  airline  for  its 

poor  safety  record.  He  said 
government  credit  for  KAL 
would  be  frozen  unless  the 

management  power  of  family 
owners  was  reduced. 

But  the  president’s  victo- ries could  prove  Illusory. 

Hyundai's  reform  plan  was 
vague  on  details  and  Daewoo 

may  not  be  able  to  find  buy- 
ers for  the  businesses  it  has 

put  up  for  sale. “Many  of  the  chaebol 

assets  are  unlikely  to  attract 

foreign  investors.”  says Namuh  Rhee,  the  bead  of 

research  at  Samsung  Securi- ties. 

Richard  Samuelson,  of 

Warburg  Dillon  Reed,  adds: 

Gross  domestic  product  is 

projected  to  grow  by  at  least 
2   per  cent  this  year.  Foreign 
investors  are  eager  again  to 
buy  new  overseas  bond  and 

equity  issues  by  blue-chip 
companies.  The  stock  mar- ket is  booming,  and  foreign reserves  are  growing  as 

Korea’s  trade  account 
moved  into  surplus.  This  has led  the  chaebol  to  hope  that 

perhaps  they  may  be  able  to ride  out  the  stonn  without 

radical  restructuring. in  addition,  the  govern- ment’s loose  monetary  pol- 

icy, designed  to  jump-start economic  activity,  has  weak- ened financial  discipline 
within  the  chaebol. 
The  government  has 

already  propped  up  troubled middle-sized  chaebol  to  avoid 
a   wave  of  destabilising  bank- 

ruptcies. Banks  are  provid- 
ing subsidised  credit  to  ig 

failed  groups  under  "work out"  programmes  in  the 
hope  that  the  return  of  eco- 

nomic prosperity  will  allow 

them  to  survive. But  their  management  has 

not  been  changed.  “None  of them  have  been  rehabili- 
tated, but  all  continue  to 

operate  plant  in  industries 
plagued  with  massive  excess 

capacity.  Healthy  competi- tors and  the  financial  sector 
are  sustaining  heavy  damage 

as  a   result."  says  Stephen 
Marvin  at  Jardine  Fleming 
in  Seoul. 
The  state  has  nationalised 

most  of  the  big  hanks  to  pre- vent their  collapse..  They 

may  now  be  forced  to  con- duct debt-for-equity  swaps, 

which  is  not  great  news  for 

the  banks.  “It  will  leave  the banks  holding  the  worst 
stocks.  Good  companies  with 

strong  cashflows  and  earn- ings have  little  incentive  to convert  debt  to  equity.  Only 

the  bad  ones  do,"  says  Yong Han.  banking  analyst  at  SG 
Securities  in  Seoul. 
Overseas  investors  were 

hoping  that  financial  disci- pline would  be  reimposed  on 

the  chaebol  when  Korea's banks  were  sold  to  foreign- 

ers. But  there  are  signs  that 

the  government  is  wavering 
on  this  point 

The  proposed  sale  of  Korea First  Bank  to  Newbridge 
Capital,  a   US  investment firm,  was  to  have  been  tbe first  foreign  takeover  of  a 

Korean  bank.  It  now  appears to  be  on  the  verge  of  col- 
lapse. after  the  government made  new  demands. 

Another  brake  on  chaebol 
restructuring  is  labour 
surest.  There  were  violent 
protests  in  Seoul  last  week- end. sparked  by  trade  union fears  of  big  job  losses.  The 

unemployment  rate  has 
afready  passed  the  8   per  cent mark,  and  trade  unionists 

say  the  country's  social  wel- 
fare  system  is  inadequate  to 

for  those  out  of  work. 
Workers  at  Daewoo  Heavy industries  downed  tools  last week  after  the  group 
aMounced  it  would  sell  the 
shipyard.  The  conflict  could 
spread  to  other  important 
export  industries. 

The  unemployment  prob- lem weighs  heavily  on  tbe president,  not  only  because 

^   its  social  cost  bnt  also  its 

political  impact  He  heads  an 
uneasy  coalition  govern- ment. and  he  feces  elections 
next  year.  Rising  unenmloy- 

^nt  wouw  cost 

»ut  the  nsk  is  that  Korea  is 
storm£  up  future  trouble  if  it 

on  corporate  resfructr ming  now.  An  unchanged 

of  weak  banks  sub- 
sifllsing  unprofitable  chaebol 

E“  make  Korea  vulnara- 

We  to  another  economic  cri- 
SIS. 
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Corporate euthanasia 

needs  inquest 

From  Chris  Macrae. 
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Lost  horizon  of 
European  arms 

European  co-operation  in  defence 
procurement  has  been  badly 
damaged.  But  Britain's  decision 
to  pull  out  of  Horizon,  the  three- 
nation  naval  frigates  project, 
should  not  be  the  signal  for  a 

general  retreat 
In  future  decades.  European 

nations  will  have  only  two 
options  for  equipping  their  mili- 

tary forces  at  reasonable  cost. 
Unless  they  seek  economies  of 
scale  by  shared  development, 
they  will  be  obliged  to  rely 
increasingly  on  the  US  for  high 
technology  weapons. 
This  is  not  to  suggest  that  a 

fortress  Europe  policy  would  be  a 
sensible  alternative  to  transatlan- 

tic co-operation.  But  European 
defence  companies  need  to  con- 

sider alliances  from  a   position  of 

relative  strength.  Moreover  Euro- 
pean governments  must  ensure 

that  their  own  suppliers  can  offer 
competition  to  an  increasingly 
consolidated  US  industry. 

But  this  is  unlikely  to  happen 
unless  a   common  understanding 

can  be  reached  on  why  the  Hori- 
zon project  foundered,  three 

years  after  the  UK,  France  and 

Italy  agreed  to  build  22  ships  at  a 
cost  of  £7bn. 

The  protracted  wrangles 
between  the  partners  had  two 

basic  causes.  First,  they  dis- 

agreed about  what  the  ships'  mis- 
sile systems  should  be  required 

to  do.  This  led  Britain  to  reject 

the  Italian-designed  Empar  radar 
in  favour  of  Sampson,  a   British 

system  which  it  claimed  was 
more  versatile.  There  were  also 

long  arguments  about  the  com- 
mand and  control  computers. 

Britain  wanted  them  to  be  more 
sophisticated.  An  awkward  com- 

promise was  attempted,  but 
failed.  However,  the  joint  missile 
project  has  been  salvaged. 

The  second  cause  of  dissension 

proved  more  intractable.  Britain 

insisted  on  a   single  lead  contrac- 
tor with  wide  discretion  to  man- 

age the  project  and  accept  com- 
mercial risk.  France  and  Italy 

wanted  a   management  structure 
that  divided  responsibility  within 
the  consortium  and  allowed  more 

Intervention  by  state  officials. 

Even  these  difficulties  might 

have  been  overcome.  But  differ- 

ences of  style  within  the  consor- 
tium. ranging  from  that  of  state 

owned  French  companies  to  the 

UK  private  sector,  proved 
unbridgeable.  Delivery  had 

already  slipped  by  five  years. 
When  the  cost  rose  to  20  per  cent 

above  budget,  Britain  pulled  out 

One  moral  of  this  sorry  tale  is 

that  governments  co-operating  in 
procurement  must  be  prepared  to 

compromise  until  they  reach  a 

common  specification.  But  this  Is 
not  enough.  Such  highly  complex 

projects  are  unlikely  to  succeed 
unless  they  are  under  strong 
industrial  management.  This 

may  result  from  mergers  or  alli- 
ances of  like-minded  companies  - 

or  both.  But  attempts  to  create 

cross-border  unions  from  state- 

owned  and  private  defence  con- 
tractors is  almost  doomed  to  end 

in  divorce. 

Unholy  cows 
On  Wall  Street,  the  big  spectacle 

right  now  Is  the  apparently  end- 
less rise  of  precocious  internet 

stocks,  with  names  few  investors 

had  heard  of  until  a   year  or  so 

ago.  In  Europe,  the  crowd-puller 
is  the  mating  dance  between  the 
former  telecommunications 

monopolies  of  Germany  and 
Italy,  known  but  little  loved  by 
generations  of  subscribers.  These 

different  stories  say  as  much 
about  the  industrial  order  as 
about  financial  fashion  on  either 

side  of  the  Atlantic. 

US  internet  stocks  may  yet 

crash  to  earth.  But  it  is  a   fair  bet. 
that  some  will  rise  again,  and 
that  others  will  spring  up  to  take 

the  place  of  the  fallen.  That  has 

long  been  the  pattern  in  US  infor- 
mation industries,  whose  compet- 

itive vigour  and  ceaseless  Innova- 

tion owe  much  to  investors’ 
willingness  to  back  a   constant 
stream  of  promising  new  ideas 

and  enterprising  individuals. 
Contrast  that  approach  to 

structural  change  with  the  pro- 

posed merger  of  Deutsche  Tele- 
kom and  Telecom  Italia.  The 

value  of  the  deal  may  break  all 
records  and  transfix  politicians 
in  Bonn  and  Rome.  However,  as 

an  industrial  proposition,  it  looks 
uninspired.  Far  from  laying  the 
foundations  for  an  expansive 

competitive  future,  it  bears  all 
the  signs  of  a   defensive  move  by 

two  companies  burdened  by  the 
baggage  of  their  past. 

Efforts  to  present  the  deal  as 

the  birth  of  a   global  titan  only 
underline  its  defects.  Not  only  is 

size  no  guarantee  of  success.  But 

the  companies'  survival  depends 
on  shedding  the  flab  they  put  on 

while  universal  service  monopo- 
lies. so  as  to  exploit  markets 

transformed  by  competition.  The 
mammoth  task  of  integrating 
their  businesses  seems  unlikely 

to  sharpen  that  focus. 
Ever  since  The  American  Chal- 

lenge was  published  30  years  ago. 

corporate  gigantism  has  been 

defended  in  Europe  as  an  essen- 
tial response  to  US  industrial 

strength.  The  argument  is  falla- 
cious. The  most  successful  US 

international  competitors  in  fast- 
growing industries  are  agile 

young  companies.  They  flourish 
because  old  incumbents  are  not 

allowed  to  block  their  path.  One 

reason  the  US  has  the  world's 
most  dynamic  telecoms  market 

today  is  its  decision  more  than  16 
years  ago  not  to  treat  AT&T  as  a 
national  champion,  but  to  break 
it  up.  The  process  was  messy,  hut 

it  opened  the  market  to  thou- 
sands of  new  entrants. 

European  Union  competition 
authorities  are  right  to  worry 

that  a   Deutsche  Telekom- 
Telecom  Italia  merger  could 
thwart  competition.  But  if 

Europe  is  to  match  US  industrial 
vibrancy,  It  needs  to  do  more 

than  curb  the  old  order.  It  must 

also  be  ready  to  let  a   new  one 
emerge  out  of  the  unpredictable 
forces  of  creative  destruction. 

German  jobless 
Nobody  wants  to  see  German 

unemployment  failing  more  than 

Gerhard  Schrfider,  the  chancel1 
lor,  who  has  made  job  creation 

the  measure  of  his  political  suc- 
cess. Unfortunately,  though,  the 

unemployment  rate  is  stubbornly 

high  in  both  west  and  east  Ger- 
many. and  is  likely  to  remain  so 

for  some  time  to  come. 

Germany's  economy  is  slowing, 
a   consequence  of  exposure  to  the 
emerging  markets,  and  of  a   loss 
of  confidence  resulting  from  the 

government's  tax  plans. 
A   report  by  the  six  leading  Ger- 

man economic  institutes,  pub- 
lished yesterday,  predicts  output 

growth  of  1.7  per  cent  this  year  - and  this  is  at  the  optimistic  end 

of  forecasts.  It  is  hard  to  see 

unemployment  felling  when  eco- 
nomic activity  is  so  sluggish. 

Yesterday’s  report  does  give  Mr 
Schroder  some  cause  for  hope. 

Improved  export  growth  in  3000, 

it  says,  will  lead  to  higher  output 

growth,  and  a   fell  in  unemploy- 
ment from  its  current  level  of 

10.5  per  cent  to  9.9  per  cent 

But  -this  again  relies  on  an  opti- 
mistic economic  forecast  More 

importantly,  with  structural 

unemployment  of  9.6  per  cent 
(according  to  the  Organisation 

for  Economic  Co-operation  and 
Development).  Germany  needs 
more  than  a   cyclical  economic 

improvement  to  make  a   sizeable 

dent  in  the  jobless  total 
The  first,  essential  step  Is  to 

construct  a   more  business- 

friendly  tax  regime  to  revive 
domestic  Investment;  more  wide- 

spread labour  market  reforms 
should  then  follow.  This  will  be  a 

painful  process.  Quite  apart  from 
the  political  obstacles,  reforms 
could  lead  to  a   rise  in  unemploy- 

ment in  the  short  term,  as  com- 
panies take  the  opportunity  to 

shed  unwanted  staff.  The  benefits 

of  increased  labour  market  flexi- 
bility will  only  show  over  time, 

as  more  companies  choose  to 
invest  in  Germany. 

Apart  from  structural  obstacles 
to  employment  growth.  Germany 
has  another,  more  intractable 
problem:  hourly  manufacturing 

Wages  are  among  the  highest  in 
the  industrial  world:  The  obvious 
answer  is-  a   devaluation,  but 

membership  of  European  eco- 
nomic and  monetary  union 

makes  this  Impossible.  The  alter- 
native is  wage  restraint,  which 

(aver  many  years )   would  bring 
relative  wages  back  into  line. 

Despite  low  inflation,  though, 
settlements  have  started  to  creep 

upward  -   the  economic  institutes 
predict  3   per  cent  wage  growth 

this  year.  Germany’s  unemploy- 
ment problem  demands  labour 

market  reform;  an  economic 

upturn  can  make  only  a   marginal 
difference.  Unfortunately,  these 

reforms  may  take  many  years  to 

pay  off.  and  this  time-lag  may  not 
coincide  with  the  electoral  cycle. 

Mr  SchrCder  must  have  the  nerve 

to  put  economic  sense  above 
short-term  political  expediency. 

Happier  days  are  here  again 

Even  Michel  Camdessus, 
battle- weary  head  of  the 
International 

 
Monetary 

Fund,  agrees  that  the 
global  financial  crisis  triggered 

by  Thailand's  devaluation  in  July 
1997  “seems  to  be  over".  The 

communique  of  the  finance  min- 
isters and  central  bank  governors 

of  the  group  of  seven  leading 

economies  welcomes  “the  return 

of  more  stable  conditions"  to 
emerging  market  economies.  Is 

this  optimism  justified?  “Up  to  a 
point"  is  the  answer. 
Perhaps  the  most  revealing 

indicator  is  what  has  happened 

to  the  forecasts.  The  latest  IMF 

World  Economic  Outlook  has  vir- 
tually the  same  forecast  for 

global  growth  in  1999  as  it  had 
last  October  (see  chart).  This  is  a 

big  change  from  what  happened 
earlier  on:  between  October  1997 

and  October  1998.  the  WEO's forecast  for  growth  this  year  had 
been  lowered  from  4.4  per  cent  to 

2Ji  per  cent. 
When  things  go  badly,  forecast- 

ers usually  lag  behind  the 
increasingly  grim  reality.  The 

reverse  happens  when  perfor- 
mance starts  to  turn  around.  For 

that  reason  alone,  world  growth 

this  year  is  more  likely  to  delight 
than  disappoint 

Much  of  the  credit  for  avoiding 

disaster  goes  to  the  US.  Indeed  if 

the  world  wished  to  erect  a   mon- 
ument to  the  hero  of  the  battle 

against  depression,  the  honour 
would  have  to  go  to  the  unknown 

American  consumer.  With  aggre- 
gate demand  growth  of  S   per  cent 

last  year  (up  from  4%  per  cent  in 
1987).  US  consumers  and  inves- 

tors generated,  astonishingly, 

close  to  half  of  the  increase  in 
total  world  demand. 
Much  the  most  economically 

significant  upgrades  in  the  IMF’s forecasts  have  also  been  for  the 

US.  Last  May.  the  WEO  forecast 
that  the  US  economy  would  grow 

20  per  cent  last  year  and  23.  per 
cent  in  1999.  Now.  a   year  later, 

we  know  that  US  growth  was  3 3 

per  cent  last  year,  while  the  fore- 
cast for  this  year  is  33  per  cent 

The  forecast  for  1999  has  been 

raised  by  1.5  percentage  points 
since  December  of  last  year. 

If  the  US  is  much  the  brightest 

spot  in  the  global  picture,  recov- 

ery in  Asia  is  the  second  Con- 
sider, for  example,  the  newly 

industrialised  Asian  economies: 

Hong  Kong,  Korea,  Singapore 

and  Taiwan.  The  IMF’s  pessi- 
mism about  the  group  was  great- 

est last  October,  when  growth 
was  forecast  to  be  a   mere  0.7  per 

cent  this  year,  after  a   2.9  per  cent 

contraction  in  1998.  Last  year’s decline  has  since  turned  out  to  he 

“only"  minus  L5  per  cent,  while 
the  forecast  for  this  year  is 

already  up  to  2.1  per  cent. 
South  Korea  is  both  the  most 

important  and  the  most  striking 

case.  A   chart  in  the  WEO  indi- 
cates that  its  industrial  output  is 

closely  following  the  Mexican  tra- 
jectory of  1995  and  1996.  The 

same  is  true,  though  to  a   lesser 

extent,  of  Thailand.  After  declin- 
ing 8   per  cent  last  year,  Thailand 

is  now  expected  to  manage  eco- 
nomic growth  of  i   per  cent  this 

year  and  3   per  cent  in  2000.  Bet- 
ter still.  South  Korea  is  expected 

to  manage  growth  of  2   per  cent 

this  year,  following  a   decline  of 
5 JS  per  cent  in  1998,  with  growth 

op  to  4.6  per  cent  in  2000. 
The  third  reason  for  returning 

optimism  is  that  the  widely 
feared  Brazilian  devaluation 

caused  nothing  close  to  the 
expected  disruption.  The  real 

which  dropped  as  low  as  RJ2.16 
to  the  US  dollar  at  one  point,  is 
back  to  RgL70.  Inflation  may  not 
be  not  much  more  than  10  per 

cent  this  year.  The  central  bank 

has  already  been  able  to  lower 

interest  rates  from  a   poet-devalu- 
ation peak  of  45  per  cent,  to  32 

The  world  economy  is  reviving,  but  much  depends  on  the 
continued  health  of  the  US,  says  Martin  Wolf 

economy,  there  could  be  a   sharp 
fall  in  the  US  dollar.  This  could 

force  the  Federal  Reserve  to 
tighten  monetary  policy,  bringing 

the  great  US  expansion  to  a 

Bursting,  with  confidence 
Successive  Uff  forecasts  for  global  fiDP  growth 
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per  cent  The  Brazilian  economy 
Is  forecast  by  the  IMF  to  contract 

by  dose  to  4   per  cent  this  year. 
But  that  now  seems  on  the 

gloomy  side. Brazil  is  just  a   part  of  the  gen- 

eral improvement  in  market  con- 
ditions. The  spread  of  emerging 

market  bonds  vis  a   vis  US  gov- 
ernment securities  shown  in  JP 

Morgan’s  index  has  declined 
more  than  6   percentage  points 

from  its  peak  on  September  10. 

cent  in  1999.  This  expectation  has 

since  been  progressively  lowered, 
most  recently  to  1.8  per  cent. 

If  Europe  disappoints.  Japan 

dismays.  Only  last  May  the  IMF 
forecast  Japanese  growth  in  1998 
at  zero.  It  turned  out  to  be  minus 

2 JS  per  cent  Again,  last  May.  the 
IMF  forecast  Japanese  growth 

this  year  at  13  par  cent.  Now  its 

forecast  is  minus  1.4  pa-  rant 
Yet  a   qualified  optimism  does 

appear  justified.  It  is  now  con- 

the  biggest  offset  to  the  huge 
shift  in  the  current  accounts  of 

the  afflicted  Asian  economies  and 
Japan  was  the  deterioration  in 
the  current  account  of  the  US 

(see  chart).  Between  1998  and 

1999,  the  US  current  account  is 
expected  to  become  the  dominant 

offset  to  ftnther  rises  in  Japan's surplus  and  the  big  shift  in  the 
current  accounts  of  the  western 

hemisphere  and  the  transition 
economies  of  central  and  eastern 

The  dollar  value  of  the  ING  Bar-      Europe.  Thus.  Japan  is  an  impor- 
lngs  emerging  market  index  is  up 

60  per  cent  since  its  trough  the 

following  day.  In  its  latest  fore- 
casts. the  Washington-based 

Institute  for  International 

Finance  suggests  that  net  private 

flows  to  emerging  markets  will 

be  about  the  same  as  last  year’s. 
As  important,  the  IIF  expects  rel- 

atively stable  direct  investment 

The  unknown 

American  consumer 

is  the  hero  of  the 

battle  against  global 

depression 

tant  source  of  strain,  while  the 

euro  area  makes  no  positive  con- 
tribution to  the  global  external 

adjustments. 

The  US  ability  to  increase  its 
external  deficit  so  rapidly  has 

been  hugely  beneficial,  to  Itself 
and  to  the  rest  of  the  world  But 

how  long  can  it  continue  to  per- 
form this  role?  The  principal  rea- 

to  make  up  three  quarters  of  the        son  for  concern  is  that  this  also 

aggregate  net  flow  of  private 
finance  to  emerging  markets  In 

1999. 

Yet  joy  is  not  unalloyed  Above 
all,  among  the  six  largest 

advanced  economies,  US  perfor- 
mance has  been  quite  unique. 

Admittedly,  growth  In  the  Euro- 

pean Union  last  year,  at  a   reason- 
ably healthy  per  cent,  was 

close  to  forecasts  made  tn  late 

1997  and  early  1998.  But  the  fore- 
casts for  this  year  have  been 

downgraded  successively.  Last 

May,  for  example,  the  IMF  expec- 
ted growth  in  the  EU  to  be  2^  per 

ceivable  that  continued  growth 
in  North  America  will  combine 

with  recovery  in  emerging  mar- 
ket economies,  stronger  growth 

In  western  Europe  and  an  end  to 
contraction  in  Japan  to  give  even 
better  than  the  3.4  per  cent 

expansion  in  world  output  fore- 
cast by  the  IMF  for  next  year. 

So  is  all  well  that  ends  well? 

“Only  if  the  recovery  continues” 
must  be  the  answer.  Inevitably, 

there  are  important  risks.  Con- 
sider four. 

First,  between  1996  and  1998 

entails  a   progressive  increase  in 
US  net  external  indebtedness  (see 
chart).  The  WEO  suggests  that, 

on  present  trends,  the  ratio  of  US 
net  liabilities  to  gross  domestic 

product  is  set  to  rise  from  10  per 

cent  in  1994,  to  20  per  cant  this 

year  and  30  per  cent,  by  2004.  The 

willingness  of  the  rest  of  the 
world  to  hold  claims  on  the  US  is 

not  inexhaustible. 
The  worry  is  that  any  refusal 

to  bold  ever  US  assets  will  come 

in  the  usual  panic-stricken  rush. 
Should  foreigners  decide  not  to 

increase  their  exposure  to  the  US 

OBSERVER 

A   German 

Waterloo 

His  sudden  and  spectacular 

departure  last  month  amazed  all 
those  around  him.  And  it  was 

never  likety  that  Oskar  Lafontaine 
would  stay  silent  for  long. 

True  to  form,  Germany’s  fiery former  finance  chief  Is  due  to 

open  his  celebrated  mouth  In  a 

public  place  once  again  -   at  a trade  union  rally  this  Saturday  in 
his  native  Saarland. 

He’s  not  expected  to  confine 
himself  to  pleasantries:  the 

alleged  Injustice  of  Mato’s alrstrikes  on  Kosovo  fs  just  one 

theme  he’s  considering  for  his 
first  big  public  reappearance. 

But  Chancellor  Gerhard 
SchrCder  need  not  tremble  quite 

yet  He  and  Lafontaine  are  far 
from  bosom  buddies,  as  the  last, 

fraught  days  of  their  time 
together  in  government  proved. 

Slin,  Lafontalne's  cause  hasn't 
been  helped  by  the  speed  and 

petulance  with  which  he  threw  in 
the  towel,  ditching  party  as  well 

as  government  posts.  He  never 

property  explained  why  he 
needed  to  go,  except  for  a   few 
arch  remarks  suggesting  others 

were  at  fault 
It’s  all  cost  him  plenty  of 

credibility  in  the  party  he  once 

dominated.  And  it  may  not  be 

long  before  even  Saarland  Social 
Democrats  tire  of  their  old 

comrade.  The  party  faces  an 

election  in  the  state  this 

September  and  Lafontaine  isn’t 

exactly  a   guaranteed  vote-getter. Once  he  was  known  as  the 

Napoleon  of  the  Saartand.  But 

perhaps  he's  finally  reached  his St  Helena. 

Top  flight How  about  practising  what  you 

preach?  A   humiliated  Warren 
Jenson,  chief  financial  officer  of 
Delta  Air  Lines,  had  free  flight 

privileges  for  him  and  his  family 

suspended  last  week  after  his 
children  delayed  an Atlanta- Denver  flight,  so  they 

could  sit  in  first  class. 
The  flying  faux  pas  happened 

in  March  when  three  of  Jenson's brood  and  one  of  their  friends 

showed  up  late  at  the  gate. 
Jenson's  secretary,  who  was 

chaperoning  the  kids,  fought  with 

agents  to  get  them  seated  In  first 
class,  bumping  passengers 

who’d  already  paid  for  those 
seats  back  to  coach.  Their  friend 

even  received  a   free  upgrade  -   a 
violation  of  ticketing  rules  Jenson 
himself  has  championed.  Fuming 

passengers  wee  forced  to  wait 
an  extra  24  minutes  before 

take-off. 

A   remorseful  Jenson  shelled 
out  $1 ,000  to  reimburse  the 
airline.  But  apparently,  that 
wasn't  enough.  After  a   private 

meeting  with  the  chief  executive, 
he  also  turned  in  his  free  ffight 

privileges  for  six  months  and 
issued  a   short  memo  to 

employees:  "I  take  complete 
responsibility  for  what  happened. 

The  blame  goes  no  further.’’ 

Maybe  the  hfgft-fiyer  should consider  economy  class. 

Tight  lipped 

This  week,  when  Brazil's  former central  bank  head  went  before  a 

Senate  inquiry  Into  allegations  of 

corruption,  he  could  have  used 

the  hearing  to  try  to  recover  his 

political  credibility. 
Instead  Francisco  Lopes  took 

his  lawyers’  advice  that  any 
evidence  could  be  used  against 

him  and  refused  to  sign  an  oath. 

In  political  terms,  It  was 
suicide.  By  snubbing  his  nose  at 
the  Senate  Lopes  has  also 
ensured  he'll  remain  the  focus  of 
the  various  investigations  into  the 

case. Ever  since  police  found 
evidence  that  he  had  SI  .6m  in  a 

foreign  bank  account  during  a 
raid  on  his  flat  10  days  ago.  his 

accusers  have  been  circling.  The 

most  serious  allegation  is  that  he 
was  involved  in  a   scheme  to  sell 
interest  rate  Information  to  a 

bank  which  later  folded  -   even 
though  it  also  bought  cheap 
dollars  from  the  central  bank. 

So  why  the  sffence?  Perhaps 
it’s  down  to  a   little  influence  from 
Bill  Clinton.  After  all,  Lopes 

wasn't  the  first  public  figure  in 
the  last  12  months  to  ignore  the 

political  advisers  and  do  what the  lawyers  say. 

Food  fight 

European  environmentalists  will 
be  choking  on  their  organic 

cuisine:  President  Clinton  has 
awarded  the  National  Medal  of 

Technology  to  the  four  Monsanto scientists  who  helped  pioneer 

genetically  modified  foods. 
In  Europe,  GM  foods  have 

aroused  a   storm  of  controversy. 
Protesters  have  destroyed  test 

crops.  Governments  have 
questioned  the  morality  of 

creating  a   master  race  of  apples 

and  pears.  There’s  even  been talk  of  another  US- European 
trade  war.  But  not  so  m   the  US 

where  these  megastars  of 
biotech  -   Ernest  Jaworski, 

Stephen  Rogers,  Robert  Fraley 
and  Robert  Horsch  -   are  being 
feted  as  heroes. 

They  began  their  experiments 
using  petunias  and  tobacco.  And 
on  the  day  it  became  dear  that 
they’d  successfully  transferred  a 

gene  to  a   plant,  Horsch  said  the four  “let  out  a   whoop  and 

proceeded  to  stage  a   rather  loud 

parade  through  the  halls".  Ernest 
Jaworski,  the  team  leader,  even 

went  home  early  to  celebrate. 

Stephen  Rogers  is  saddened 

by  opposition  from  environmental 
groups  he  considers  to  be  allies. "They  are  befog  misinformed  by 

the  economic  and  political interests  that  are  losing  power 

with  the  introduction  of  these 

crops,"  he  says.  A   former 
amateur  magician,  he’s  become 
too  rusty  to  perform.  But  as 

director  of  Monsanto's  Cereals 
Technology  Centre  in  Cambridge, 

Bigland,  he'll  need  a   few  tricks 
up  his  sleeve  if  he  hopes  to  win over  the  opponents. 

sharp  end. 
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Second,  behind  the  deteriora- 
tion in  the  current  account  lies 

IV 

the  excess  of  US  private  sector U! 

investment  over  saving,  which  is tl 

now  5   per  cent  of  GDP,  the  larg- est it  has  been  in  the  postwar m 

period.  This  deficit  is.  In  fact,  just 

as  big  as  that  of  the  UK  at  the 

'<e 

peak  of  its  boom  In  the  late  1980s. 
Behind  it  is  the  strength  of  US 

va 

asset  prices  as  an  engine  of  con- 
r 

sumption  and  investment.  The 

e   ] 

worry  is  that  the  closure  of  the ill. 

gap  between  private  spending li 
and  income  will  not  be  smooth. 

ati 

Other  advanced  economies  that 

IP 

have  been  forced  into  similar  cor- j  t 

rections  -   the  UK.  Japan,  Fin- cti 

land  and  Sweden  -   all  suffered d 
recessions.  Will  the  US  avoid  the 

t   a 

same  fete? 
Nobody  knows.  But  should  the 

>ei: 

trigger  for  adjustment  be  either  a 

■   fa 

sharp  dollar  decline  or  a   big U stock  market  correction,  it  might 
ow 

prove  difficult  to  avoid.  The 

■e. 

impact  on  the  rest  of  the  world 

JCt 

would  then  depend  on  how  far 

uti 

the  US  adjustment  was  offset  - 

■rh 

or  even  caused  -   by  strong 
?ss 

demand  growth  elsewhere. 

sp 

Third,  there  is.  in  fact  little na 

sign  of  strong  growth  outside  the 

diii 

US.  Japan  could  even  slip  into  a 

<tr 

deeper  recession.  The  euro  area 

afci 

could  remain  in  the  doldrums. 

The  recovery  in  emerging  market 

economies  could  well  remain 

weak.  That  might  not  matter  too 
much,  provided  US  growth 
remained  strong. 

Up  to  now.  the  vigorous  US 
economic  performance  has  been  a 

counter  to  feeble  growth  every- 

where else.  The  US  has  also  bene- 
fited from  the  disinflationary 

impact  of  the  weakness  else- where. What  has  been  bad  for  the 

world  has  been  good  for  the  US. 
If  there  were  a   strong  recovery 

outside  the  US,  that  would  raise 

returns  on  assets  in  those  econo- 

mies, probably  generating  a   shift 

away  from  US  assets  and  a   corre- 

sponding weakening  of  the  dol- lar. This  might  well  cause  higher 

interest  rates  in  the  US,  under- 

mining the  vigour  of  the  US  econ- 
omy But  the  impact  of  that  upon 

the  world  would  be  offset  by  the 

growing  strength  of  activity  else- 
where. The  nightmare  would 

occur  only  if  the  US  private  sec- 
tor corrected  its  imbalances 

while  the  European  and  Japanese 

economies  remained  weak. 
Fourth,  while  the  state  of 

emerging  market  finance  looks 
better,  all  danger  is  not  yet  in  the 

past  Yet  at  least  the  short-term finance  which  caused  so  much  of 

the  disarray  has  mostly  left  the 
afflicted  economies.  May  it  stay 

away!  So  long  as  it  does,  it  is 
difficult  to  see  where  another 

panic  might  come  from. 
The  bottom  line  is  that  the 

strength  of  the  US  economy  has 

carried  the  world  through  this 

crisis.  But  the  done  has been  severe.  Tens  of  millions  of 

people  have  lost  a   degree  of  com- fort it  took  a   lifetime  to  achieve. 

This  is  why  it  so  important  that 
the  world  learns  the  right  lessons 
for  the  ftiture. 

Right  now,  however,  it  looks  as 
though  recovery  lies  ahead.  But 
almost  everything  depends  on 

bow  the  US  finally  adjusts  to 

what  appear  unsustainable  inter- 
nal and  external  imbalances.  Pro- 

vided that  adjustment  occurs  in 
the  context  of  strong  global 

recovery,  not  least  in  Europe  and 

Japan,  all  should  be  well  If  it 
does  not,  more  serious  trouble 
must  lie  ahead.  The  omens  now 

look  quite  good.  For  how  long? 
That  is  the  question. 

Martm.Woffl8tft.com 

100  years  ago 
New  British  Pacific  cable 

Holders  of  Cable  Companies' shares  who  have  been 

alarmed  by  the  reports  of  the 
success  of  the  Marconi 
system  of  wireless  telegraphy 

may  take  heart  when  they 
learn  that  the  British 
Government  has  decided  to 
contribute  a   subsidy  to  a   new 
Pacific  cable.  It  seems  barely 

credible  that  our  Government 
should  decide  upon  laying  an 

ocean  cable  of  some  seven 

thousand  miles  in  length  at  a 

probable  cost  of  about  two millions  sterling  if  they 

conceived  it  even  probable 

that  a   cheaper  system  of 
wireless  telegraphy  could  be 

made  the  serve  the  same 

purpose. 

50  years  ago 
Steel  debate  cut 

Uproar  in  the  Commons 
marked  the  termination  of  the 

first  allotted  period  fa-  the 
Report  stage  debate  of  the 
Steel  bill.  Opposition  cries  of 
“Disgrace-  were  drowned  by 

cheers  from  Labour  Benches. 
Admission  that  the  Steel 

Corporation  would  be  mainly  a 

holding  company  with  no 
powers  to  undertake  activities 
other  than  research  or 

common  services  without 
Ministerial  consent  was  made 

by  the  Minister  of  Supply. 

at 
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THE  LEX  COLUMN 

Hostile  to  investors 
Colorado  massacre  spurs 

Clinton  to  propose  gun  law 
It  ts  hard  to  understand  the  logic  be

hind 

the  Italian  central  bank's  decis
ion  to 

block  San  Paolo-MTs  bid  for  Banca
  di 

Roma.  The  stated  reason  -   that  host
ile 

bids  for  banks  are  out  because  they  might 

harm  the  financial  system  -   seems  pretty 
fhin  The  move  certainly  adds  a   new  twist 

to  the  struggle  under  way  in  the  banking 

sector.  By  this  logic.  Banca  Commerciale 

Italians,  which  has  also  received  an  unso- 
licited bid  in  this  consolidation  wave, 

could  have  it  blocked  simply  by  rejecting 
it 

So  Ear.  Banca  di  Roma's  shareholders 
are  the  biggest  losers.  They  have  been 

denied  a   reasonable  premium  and  a 

chance  to  benefit  from  the  much-needed 

rationalisation  of  Italy's  overcrowded 

hanking  market.  Bat  if  the  central  bank’s 
decision  impedes  further  consolidation  - 
or  triggers  a   revival  of  backroom  deals 
dominated  by  the  old  guard  of  Italian 
finance  -   the  whole  sector  could  suffer. 

A   charitable  conclusion  is  that  the  cen- 
tra] hank  has  been  shaken  by  the  way 

hank<  have  rapidly  started  consolidating 
to  deal  with  the  challenge  of  the  euro.  It 
thinks  it  has  a   strategic  role  in  guiding 

the  process,  and  was  miffed  when  San 
Paolo- IMI  launched  its  bid  for  Banca  di 
Roma  without  seeking  approval-  If  so,  the 

central  bank  should  think  again  -   and  let 
the  market  decide. 

Electrolux 
It  might  look  tempting  for  Michael  Tres- 

chow.  chief  executive  of  Electrolux,  to 

take  a   breather  after  nearly  two  years' bard  labour  restructuring  the  household 

appliances  group.  After  all,  renewed  inter- 
est in  cyclical  stocks  has  compounded 

gains  from  his  cost-cutting  drive,  and  the 
B   shares  have  doubled  on  the  Stockholm 

market  in  the  past  two  years.  But  yester- 

day's initial  share  price  wobble  -   on  unfa- 
vourable comparisons  with  Whirlpool  and 

concern  about  margin  improvement 
momentum  -   demonstrates  how  high 
expectations  now  are. 
Nevertheless,  delivery  of  the  present 

package  of  promises  looks  on  course.  It 
would  be  astonishing  if.  after  SKr2.5bn 
l$298uri  of  restructuring  costs.  Electro- 

lux's operating  margins  did  not  top  6% 
per  cent  next  year.  And  with  help  from 
falling  Interest  costs,  it  should  manage  a 
40-50  per  cent  earnings  per  share  tmprove- 

Bectrolux Share  price  relative  to  me  European  Household  Goods 
&   Textiles  Index  (common  currency  terms) 

180      

swiar  amumat 

ment  between  1998  and  2000-  Against  that 

background.  Electrolux  was  sensibly  pac- 
ing itself  yesterday  with  its  cautious 

stance  on  European  demand. 
But  with  most  of  the  factory  closures 

and  job  cuts  completed,  attention  is 

bound  to  turn  to  Mr  Treschow's  next  line 
of  attack  to  improve  performance.  The 

group  still  has  some  way  to  go  in  exploit- 
ing its  purchasing  power  and  in  culling 

smaller  brands.  Monetary  union  and  retail 
consolidation  win  help  the  first,  Mr  Tres- 

chow's admirable  ruthlessness  the  second. 
The  shares  are  far  from  cheap,  but  this 
story  still  has  some  way  to  run. 

Starwood/Hilton 
Is  the  curse  of  ITT  finally  being  laid  to 

rest?  Neither  Starwood  nor  Hilton,  which 
fought  a   SlObn  takeover  battle  for  the 
hotels  and  gaming  group  in  late  1997, 
have  fared  well  since.  Following  yester- 

day’s $3bn  sale  of  Caesars  casinos  -   one  of 
the  jewels  in  ITTs  crown  -   by  Starwood 
to  a   Hilton  offshoot,  they  must  be  hoping 
for  a   change  of  luck. 

Starwood,  which  won.  has  subsequently 
underperformed  the  US  market  by  60  per 
cent.  It  cannot  be  blamed  for  falling  Asian 
tourism  and  financial  problems  at  other 
real  estate  investment  trusts.  But  its 

aggressive,  highly  leveraged  bid  for  ITT 
was  poorly  timed,  given  a   glut  of  new 
hotels  and  casinos.  And  it  woke  up  Wash- 

ington regulators  who  browbeat  it  into 

abandoning  tax  perks  under  the  "paired 
share”  structure.  Shorn  of  Caesars.  Star- 

wood will  be  a   clean  hotels  company,  with 

debt  down  to  a   more  manageable  S5Jbn 

or  50  per  cent  of  enterprise  value.  The 

management’s  task  now  is  to  squeeze 
higher  returns  from  its  700-strong  portfo- 
lio. 

Hilton,  the  loser,  has  scarcely  fared  bet- 
ter. Under  investor  pressure  it  demerged 

its  gaming  operation  last  December.  The 
new  company,  Park  Place  Entertainment, 

has  now  snapped  up  Caesars  for  a   cheap- 
looking  seven  times  cashflow,  making  it 

the  world's  largest  casino  operator.  But  it 

is  a   slightly  hollow  victory.  Even  adjust- 
ing for  the  demerger,  Hilton  has  trailed 

the  market  by  40  per  cent.  And  a   big  hotel 
deal  still  eludes  fL 

British  Sky  Broadcasting 
Mark  Booth  must  fancy  his  skills  as  an 

internet  venture  capitalist.  To  most 

minds,  resigning  as  chief  executive  of 
British  Sky  Broadcasting,  a   SlObn  ($16bn) 

pay-television  giant,  to  set  up  e-partners, 
a   new  venture  backed  by  5300m  of  News 
Corporation  money,  looks  an  odd  career 
move.  It  seems  stranger  still  set  against  a 
rival  job  offer  from  Microsoft  which  came 
with  a   $25m  starting  bonus.  Such  is  the 
draw  of  internet  riches  that  it  has  now 
snared  even  Rupert  Murdoch,  one  of  the 

web  stocks'  most  prominent  bears. 
All  that  is  very  nice.  But  sceptics  might 

wonder  why  Mr  Booth  wants  to  end  his 
successful  17-month  reign  at  BSkyB.  The 
shares  have  done  creditably,  modestly 

outperforming  the  market.  And  next 
week's  subscriber  numbers  are  likely  to 
confirm  that  be  is  managing  well  the 

group’s  delicate  job  of  shifting  its  old 
analogue  customer  base  to  the  new 
multi-channel  digital  environment  It  is 
also  besting  rival  platform  On  Digital  in 
the  market  for  new  subscribers.  The  most 
plausible  explanation  is  that  Mr  Booth 
wisely  explored  his  job  options  when 
News  Corp  started  negotiating  the  merger 
of  40  per  cent-owned  BSkyB  with  Canal 
Plus.  It  would  be  understandable  If  rela- 

tions with  Mr  Booth  deteriorated  at  this 

point,  though  Mr  Murdoch  has  obviously 
been  practical  enough  to  hang  on  to  a 
talented  executive.  The  Canal  Plus  talks 

may  revive  now  that  the  most  obvious 
management  obstacle  has  been  removed. 
But  political  and  regulatory  hurdles  mean 
the  deal  remains  an  unlikely  near-term 

prospect 

New  legislation  would  restrict  purchase  of  .firearms  and  explosives . 

Bv  Mark  Suzman  hi  Washington  The  legislation  also  seeks  to  Daschle,  the  Senat
e  minority  leader, 

..1.         reduce  gun-running  by  limiting  the  have  expressed  doubts  about  the  n 

prpsirfont  Bill  Clinton  yesterday  legal  maximum  for  handgun  pur-  prospect  of  passing  gun  legislation  * 
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FT  WEATHER  GUIDE 

Europe  today 

Northern  parts  of  Norway,  Sweden 

and  Finland  will  be  cloudy  with 
rain.  Southern  Scandinavia  win 

have  sunny  spelts  and  showers. 
The  Low  Countries  and  most  of 

France  will  be  dry  with  some 

sunshine.  A   warm  front  will  bring 
rain  to  the  south  of  France,  eastern 

parts  of  Spain  and  northern  Italy. 

Eastern  Europe  will  be  mild  and 

unsettled  with  sunny  spelts  and 

showers.  Much  of  the  central  and 

eastern  Mediterranean  will  be 

mainly  dry  with  plenty  of  sunshine, 

although  Greece  will  have 

occasional  showers. 

Five-day  forecast 
Unsettled  and  showery 

conditions  over  the  Iberian 

peninsula  win  push  northwards  In 

the  next  couple  of  days, 

threatening  thundery  showers  for 

north-west  Europe.  The  rest  of  the 
Mediterranean  will  be  settled  with 

some  sunshine,  although  there  wiD 

be  showers  in  Italy.  Scandinavia 

will  remain  cool  and  showery. 
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President  Bill  Clinton  yesterday 

proposed  legislation  to  restrict  pur- chases of  guns  and  explosives  hut 

stopped  short  of  calling  for  sweeping 

reform  of  US  gun  ownership  laws. 

I   Seeking  to  capitalise  on  outrage  at !   last  week’s  Colorado  school  massa- 

cre. Mr  Clinton  hit  oat  at  opponents 

of  gun  control,  charging  them  with 

-defending  the  indefensible"  and 

using  “distorted  logic  and  denial". The  president  argued  that  new 
laws  were  needed  to  prevent  similar 

tragedies.  He  announced  a   wide- 
ranging  crime  bill  that  would  ban under-21s  from  owning  handguns 
and  assault  weapons,  subject 
explosives-bayers  to  background 
checks  and  impose  a   lifetime  ban  on 

gun  ownership  for  people  who  com- mit violent  crimes  as  Juveniles. 
The  bill  also  recycles  proposals 

contained  in  previous  failed  legisla- 
tive initiatives  -   requiring  manufac- 

turers to  install  gun  safety  locks  and 
calling  for  a   mandatory  waiting 
period  before  someone  can  purchase 
a   weapon. 

The  legislation  also  seeks  to 
reduce  gun-running  by  limiting  the 

legal  maxim"”1-  for  handgun  pur- 
chases to  one  per  person  per  month. 

White  House  officials  acknowl- 
edged that  the  package  contained 

few  fresh  proposals  but  said  the  bill 
represented  a   comprehensive  pack- 

age that  had  a   realistic  chance  of 

being  implemented. Gun  control  initiatives  in  the  US 
have  traditionally  been  easily 
defeated  in  Congress,  in  large  part 

because  of  the  lobbying  of  the  pow- 

erful National  Rifle  Association.  ‘Hie NBA  argues  that  restrictions  on  gun 

ownership  are  unconstitutional. 
Although  the  bill  is  backed  by 

some  Republican  moderates,  the  par- 
ty's leaders  have  been  reluctant  to 

endorse  tougher  gun  control  mea- 

sures. Trent  Lott,  Senate  majority  leader, 
and  Dennis  Hastert.  House  speaker, 

are  planning  a   national  conference 
on  youth  and  culture  as  part  of  an 
effort  to  focus  on  social  fectore  that 

might  have  contributed  to  the  mur- ders. 
Some  Democrats,  including  Tom 

as  a   rnAans  of  stopping  such  kflHnge 

Mr  Clinton’s  decision  “to  imple- 
ment a   ban  on  some  forms  of  assault 

weapons  in  1994  was  seen  as  contri- 

buting to  the  party's  loss  of  control 
of  Congress  in  that  year's  elections. 
Joe  Lockhart.  Mr  Clinton's  press 

secretary,  said  the  new  crime  bill 

had  been  on  the  president's  agenda 
for  months  but  that  he  believed  the killing's  had  improved  the  prospects 

for  Congressional  action. “Unfortunately,  it  often  takes 

tragic  events  to  catalyse  work  here 

in  Washington,"  he -said. Under  previous  legislation,  which 
expired  last  year,  police  were 
allowed  as  much  as  five  days  to  con- 

duct background  checks.  Mr  Clin- 
ton’s initiative  would  impose  a   mini- 
mum mandatory  waiting  period  of 

three  days. 

It  also  proposes  mandatory  prison 

sentences  for  adults  who  “knowingly 
or  recklessly"  allowed  a   juvenile 
access  to  a   gun  that  results  in  injury 
or  death  or  is  used  in  a   crime. 

China  to  reassure  public  with 

savings  protection  scheme 
By  James  Harrftog  hi  Be$ng 

China  plans  to  establish  an 

insurance  scheme  for  savings  depos- 
its to  boost  fragile  public  confidence 

in  the  finnnr-fat  sector  anri  enhance 

the  commercial  independence  of  its 

banks. 
Recent  signs  of  public  concern 

about  the  health  of  the  country's 
smaller  banks  and  non-bank  finan- 

cial institutions  have  prompted  gov- 

ernment officials  to  explore  ways  erf1 
protecting  personal  savings  if  banks 
fail 

Some  city  commercial  banks  have 
run  into  financial  difficulties, 

triggering  isolated  bank  runs, 

according  to  officials.  These  inci- 
dents. and  the  failure  last  year  of 

Guangdong  International  Trust  and 
Investment  Corporation  (Gftic),  a 

prominent  investment  company, 

have  focused  attention  on  the  cata- 

strophic impact  on  the  financial 
sector  if  public  confidence  were  to 

collapse  and  Chinese  depositors 

rushed  to  withdraw  their 
Rmb5,780bn  ($696bn)  of  personal 
bank  savings. 

“After  the  [Asian  financial]  crisis, 
we  can  see  that  a   small  fire  can 
ignite  the  big  fire  to  bum  up  public 

Confidence,"  3h«  Ytanhna,  chairman of  China  Everbright.  one  of  the 

country’s  leading  commercial  banks, 
said  yesterday. 

Dai  Xianglong.  the  central  bank 
governor,  has  endorsed  the  plan  as  a 

priority  of  financial  reform.  “We should  establish  a   deposit  insurance 

mechanism,"  he  said  this  week,  but 
did  not  elaborate  on  the  details. 

Chinese  academics  have  proposed 

a   deposit  insurance  system  under 

which  savings  deposits  in  banks 
would  be  guaranteed  by  insurance 
companies.  They  argue  that  Chinese 
savers  would  feel  more  secure  and 

the  state-owned  banks  would  strive 
to  improve  the  management  and 

quality  of  assets  in  order  to  lower 
financial  risks  and  thereby  reduce 

insurance  premiums. 

In  the  absence  of  a   deposit  insur- 

ance system.  China’s  state-owned 
banks  and  finance  companies  have 

tended  to  assume  the  government 

will  ultimately  ball  them  out. 
However,  last  year  Beijing  refused 

to  bail  out  Gitic.  which  had  provin- 

cial government  backing. 
The  Gitic  coDapse  raised  official 

awareness  of  the  need  to  ensure 

depositor  confidence  -   as  well  as  the 
150  foreign  financial  institutions 
seeking  to  recover  billions  of  dollars 
from  the  company,  more  than  20,000 
local  Chinese  depositors  are  owed  an 
estimated  Rmb780m. 

Separately.  Bank  of  China,  one  of 

the  big  four  state-owned  commercial 
banks,  announced  yesterday  that  it 

would  establish  an  asset  manage- 
ment company  in  the  second  half  of 

this  year  to  repackage  and  sell  on  its 
non-performing  loans.  The  China 
Construction  Bank  this  month  set 

up  China’s  first  asset  management 
company  to  deal  with  its  problem 

loan  portfolio. 
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CREDIT  SUISSE  FIRST  BOSTON  ACTED 

AS  SOLE  FINANCIAL  ADVISER  AND 

CORPORATE  BROKER  TO  ADECCO  SA 

IN  THIS  TRANSACTION  AND  PROVIDED 

THE  ACQUISITION  FACILITY 

OUR  ABILITY  TO  PROVIDE  AN 

INTEGRATED  FINANCING  APPROACH, 

COMBINED  WITH  A   LONG-TERM 

RELATIONSHIP,  INNOVATION  AND 

SPEED  OF  EXECUTION  ENABLED 

OUR  CLIENT  TO  ENHANCE  EXISTING 
FRANCHISES  AND  INCREASE 

GROWTH  POTENTIAL. 

ADECCO  IS  THE  WORLD’S  LARGEST 
PERSONNEL  SERVICES  ORGANISATION. 

THE  ACOUISmON  OF  DELPHI  HAS 
SIGNIFICANTLY  INCREASED  ITS 

FRANCHISE  IN  THE  IT  SECTOR. 
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Irish  small-caps  shrug  off  euro  fears After  underperforming  the  main  Irish  stock 
exchange  index  for  two  years,  companies  with market  capitalisation  of  [ess  than  £1bn 
pi.OBbn)  are  poised  for  a   comeback,  confound- ing the  idea  that  the  euro  would  swamp  the 
smail-cap  sector.  Euro  markets,  Page  27 

Mobilcom  seeks  fibre  optics  network 
Schleswig-based  Mob- 
fleom’s  economy-rate 
internet  service  has  a   4 

per  cent  market  share 
only  four  months  after 
its  launch.  Gerhard 

Schmid  (left),  the  enfant 
terrible  of  German  tele- 

communications who 
set  the  trend  for  cuts  of 

up  to  70  per  cent  in 
long-distance  tele- 

phone rates,  says  he  Is 
ready  to  spend  as  much  as  DM500m  ($2 72m) 
acquiring  a   fibre  optical  network.  Page  24 

Last  of  the  big  US  telecoms  targets 
GEC’s  $4.2bn  acquisition  of  Fore  Systems,  foe US  networking  company,  means  only  two  big 
potential  targets  remain  for  European  groups 
battling  to  create  world-class  suppliers  of  the 
next  generation  of  digital  communications 
equipment  Newbridge  Networks  of  Canada  and 
Cabletron  Systems  of  the  US.  Page  20 

Australian  exchanges  agree  merger 
The  Australian  Stock  Exchange  has  reached 
agreement  with  foe  Sydney  Futures  Exchange  i 
on  a   proposed  merger.  The  pact  now  requires 
regulatory  and  parliamentary  approval  and  sup- 

port from  foe  SFE’s  membership.  Page  28 

Buenos  Aires  defies  gloomy  forecast  i 
Economists  may  issue  grim  warnings  about 

Argentina's  lack  of  competitiveness  but  brokers 
in  the  Buenos  Aires  stock  exchange  have  a 
spring  in  their  step  after  foe  Menial  index 
topped  500.  Emerging  market  focus.  Page  40 

Keppel  grows  leaner  for  hard  times 
Keppel,  the  sprawling  Singaporean  conglomer- 

ate. is  setting  an  example  in  east  Asia  by  using 
the  opportunity  provided  by  financial  crisis  to 
restructure  and  dean  up  its  balance  sheet  to 
make  dear  the  source  of  profits.  Page  25 

Taiwan  local  lenders  bank  on  reform 

Taiwan's  old-fashioned  grassroots  financial -sys- 
tem is  a   minefield  of  hidden  debt  and  poiticaJ 

interest,  but  the  pioneering  merger  of  the  Sixth 
Credit  Co-operative  of  Taichung  with  a   fellow 
local  lender  from  southern  Taiwan  marks  foe 

first  step  in  efforts  at  its  reform.  Page  22 

Farmers  fake  expertise  to  market 
New  Zealand  farmers  are  ̂ peeking  to.  create  a   j   - 
body  combining  the  global  marketing  expertise 
of  the  New  Zealand  Dairy  Board  and  the  manu- 

facturing capacity  of  the  country's  independent 
processing  plants.  Page  30 

Sony  forecasts  fall 
in  PlayStation  sales 
Sega’s  Dreamcast  console  brings  stiff  competition 
By  Paul  Abrahams  in  Tokyo  year  to  Japan  and  scheduled  to  units  last  year,  are  expected  to 

The  meteoric  rise  of 

I   PlayStation,  the  g*mw>«  console that  swept  aside  established 
rivals  from  Sega  and  Nintendo 
and  re-ignited  profits  at  Sony, 
is  at  an  end. 

Sony  Music  Entertainment, 
the  music  and  computer  game 
subsidiary  of  the  Japanese 

group,  yesterday  warned  that 
PlayStation  sales  would  fall 
this  year  after  four  years  of 
phenomenal  growth. 
The  warning  is  a   blow  for 

Sony.  The  parent  company  is 
struggling  with  lacklustre 
demand  for  its  traditional 
audio-visual  products,  and  has 
become  used  to  strong  sales 
growth  and  operating  profits 

from  the  computer  gnnvtm  busi- ness. In  just  four  years,  the 

PlayStation  came  front 

nowhere  to  become  the  world’s 
top-selling  games  machine, 
toppling  machines  from  Sega 
and  Nintendo. 

The  group  is  now  facing 
increased  competition  from 

Sega's  more  powerful  Dream- 
cast  product,  launched  last 

year  fan  Japan  and  scheduled  to 
be  introduced  into  the  US  and 
Europe  later  this  year. 

Sony  has  announced  the 
specifications  for  the  Play- 

Station 2   to  meet  the  competi- 
tion from  Dreamcast.  But  it 

must  make  the  difficult  transi- 
tion to  Its  next  generation 

product  without  unnecessarily 
undermining  sates  of  the  origi- 

nal. The  group  said  it  did  not 
expect  PlayStation  2   to  make  a 
significant  contribution  to  the 

current  year's  results. 
Sony,  which  in  January 

intends  to  acquire  all  the 

shares  In  Sony  Music  Enter- 
tainment it  does  not  own,  will 

announce  full-year  results 
today. 

Kazutoshi  Shiraishi.  execu- 
tive vice-president  at  Sony 

Music  Entertainment,  said 
global  sales  of  the  PlayStation 
console  in  the  year  to  March 

2000  would  fall  from  last  year’s 21.6m  units  to  17m.  He  said 

sales  growth  had  peaked  in 
Japan,  down  foam  435m  units 
to  3.75m  In  the  year  to  March. 

Sales  in  Europe,  which  expan- 
ded from  63m  units  to  83m 

units  last  year,  are  expected  to 
continue  to  grow.  In  the  US, 
they  were  up  from  7.72m  units 
to  835m  last  year. 
The  strong  growth  of  the 

PlayStation  last  year  -   thanks 
to  software  titles  such  as 

Crash  Bandicoot  -   offset  poor 

results  at  Sony  Music’s  tradi- tional recording  and  music 

operations. 
For  the  year  ending  March 

31,  Sony  Music  Entertain- 
ment's pre-tax  profits  exclu- 

ding exceptionals  jumped  from 
Y19.54bn  to  Y3S38bn  ($301m) 
on  flat  turnover  at  Y226bn. 
However,  net  earnings  fell 
from  Y3636bn  to  Y3L86bn  and 

operating  profits  fell  from 
YlfiJShn  to  just  Y246m. 
Mr  Shiraishi  warned  that 

Biig  year  thg  dividend  income 

from  Sony  Computer  Enter- 
tainment -   its  4 93  per  cent 

affiliate  which  markets  the 

PlayStation  -   was  likely  to  fall 
from  Y353bn  last  year  to 
Y30bn  in  the  current  year.  He 

predicted  pre-tax  profits  for 
the  whole  company  of  Y42.7hn 
and  net  earnings  of  Y873bn  (HI 

sales  of  Y222.7bn. 

A   Sony  quality  assurance  worker  puts  a   PlayStation  game  through  its 

pacas  at  the  00010811/8  offices  in  Foster  City,  California  Picture:  A P 

Moscow  takes  steps  to 
restructure  $100mloan 
By  Arkady  Ostrovsky  in  London 
and  Jeame  Whalen  in  Moscow 

The  city  of  Moscow  is  seeking 

to  restructure  (loom  of  a   for- 
eign currency  loan,  the  first 

time  the  city  has  signalled  it 
cannot  meet  its  foreign  debt 

obligations  «ln«>  the  financial crisis  last  year. 
Moscow  is  perceived  to  be 

the  best  credit  risk  in  Russia, 
but  It  has  now  succumbed  to 

the  pressures  of  its  foreign 
debt  burden,  which  includes 

SLibnirf  international  bonds. 
The  city  -   governed  by 

Mayor  Yuri  Luzhkov,  regarded 

as  a   leading  candidate  to  suc- 
ceed Boris  Yeltsin  as  the  coun- 

try's president  -   said  it  would 
not  be  able  to  repay  in  June 
SlOOm  of  a   8200m  syndicated 
loan  that  it  negotiated  in  1997. 
Moscow  has  continued  to 

service  Its  obligations  even 
after  the  Russian  government 
reneged  an  Its  domestic  debt 
dues.  But  a   default  on  city 
debt  would  tarnish  the  may- 

or’s reputation  for  preserving 
economic  health  In  the  capital 
at  a   time  of  collapse  In  much 
of  the  rest  of  the  country. 

Mr  Luzhkov  pledged  to  con- 

tinue to  service  the  city's International  bonds.  But  some 

syndicated  loan  holders  said 

they  would  demand  that  inter- national bond  holders  share 

the  pain  of  any  restructuring. 

"Why  should  we  restructure 
this  syndicated  loan  if,  on  the 
other  hand,  Moscow  will  use 

this  money  to  service  its  euro- 
bonds,” said  one  lender. 

The  Paris  Club  of  official 

sovereign  creditors  and  the 
International  Monetary  Fund 

indicated  they  would  counte- 
nance differential  treatment  of 

.sovereign  Russian  dollar  bonds 
and  sovereign  loans.  But 
Moscow  would  probably  face 

resistance  if  ft  tried  to  differen- 
tiate between  bonds  and  loans. 

The  three-year  loan  of  $20Qm 
was  arranged  by  Deutsche 

Bank,  West  LB  and  SocifrtA 
G£n£rate  and  included  a   put 

option  that  gives  investors  the 
right  to  demand  early  repay- 

ment Moscow  repaid  $100m  last 
year  and  foreign  creditors 
have  demanded  early  repay- 

ment of  the  remaining  8100m. 

according  to  Iosif  Ordzhoni- 
kidze, the  deputy  mayor  of 

Moscow. 

BSkyB  chief  spurns  $25m 
welcome  from  Microsoft 
By  Patrick  Hanratwm,  Christopher 
Price  and  Jo  Johnson 

A   top  British  television 
executive  has  turned  down  a 

$25m  offer  to  run  Microsoft's global  internet  operation  after 
receiving  a   counter  offer  to 
head  a   new  internet  and  media 
investment  vehicle  for  Rupert 

Murdoch's  News  Corporation. 
Mark  Booth,  chief  executive 

of  British  Sky  Broadcasting, 

the  UK  satellite  broadcasting 
service  in  which  News  Corp 
has  a   40  per  cent  stake,  has 

agreed  to  become  chief  execu- 
tive of  e-partners. 

The  company  will  invest 
$300m  buying  minority  stakes 
in  internet,  interactive  TV  and 

wireless  communication  com- 

panies. 

According  to  Mr  Murdoch, 

he  countered  Microsoft's  offer to  Mr  Booth  of  a   $25m  signing 

bonus  with  a   "share  in  the 
upside”  of  e-partners.  This 
suggests  be  will  own  a   stake  in 
the  new  business. 

Microsoft  would  not  com- 
ment cm  its  reported  offer  to 

Mr  Booth,  who  has  run  BSkyB 

for  17  months,  overseeing  the 
introduction  of  digital  service 

and  maintaining  the  group's 
dominance  of  the  UK  pay-TV market 

E-partners,  which  will  have 
offices  in  London  and  San 

Francisco,  represents  a   change 
of  tack  by  Mr  Murdoch,  who 
recently  said  he  was  happy 

with  the  extent  of  News  Corp’s involvement  in  internet  and 
other  new  media  businesses. 
He  has  also  said  be  believed 
internet  stocks  were  over- valued. 

However,  Mr  Murdoch  said 

yesterday:  “We  see  enormous 
opportunity  for  playing  an 
even  greater  role  in  the  new 
media  industry,  and  with 
e-partners  we  think  we  have 
created  a   unique  entrepreneur- 

ial investment  structure  best 

able  to  exploit  those  oppor- 

tunities." 

The  company  will  operate 
separately  from  News  America 
Digital  Publishing,  News 

Corp’s  US  internet  operation. NADP  is  considering  taking 

a   $7m  stake  in  the  forth- 
coming public  offering  in 

TheStreet.com,  an  internet 

news  group,  with  a   view  to 
developing  business  pro- 

grammes for  News  Corp's  Fox television  channels. 

BSkyB  yesterday  insisted  Mr 
Booth's  departure  had  nothing 
to  do  with  the  failure  of  the 

company  to  gain  UK  govern- 
ment approval  for  its  £623m 

($ibn)  takeover  bid  for  Man- chester United,  the  soccer 

dub.  The  bid  was  blocked  ear- 
lier this  month  because  the 

government  felt  it  would  have 
given  the  broadcaster  an 
unfair  advantage  in  UK  soccer 
TV  rights  negotiations. 

Industry  observers  believe 

Mr  Booth  bad  become  disillu- 
sioned at  BSkyB  after  being 

sidelined  during  the  compa- 
ny's recent  merger  discussions 

with  Canal  Plus,  the  French 
broadcaster,  which  were  led  by 

Mr  Murdoch. 
His  replacement  will  come 

from  outside  BSkyB.  which 

rules  out  Mr  Murdoch's  daugh- ter Elisabeth,  who  Is  managing 

director  of  Sky  Networks. 

Lex,  Page  18 
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Disney 

shares  slip 

5%  after 

profits 

warning 

By  Christnpber  Parices 

bi  Los  Angeles 

Walt  Disney  shares  fell  almost 
5   per  cent  in  early  trading  yes- 

terday after  the  entertainment 
group  warned  of  lower  profits for  the  full  year  and  reported 

income  down  30  per  cent  in  the 

second  quarter  to  $269m. 
Earnings  met  Wall  Street 

forecasts  or  13  cents  a   share 
after  18  cents  last  year,  and 

Michael  Eisner,  chairman,  ggifl 
operating  results  were  expec- ted to  improve.  But  he  warned 
that  the  gains  were  unlikely  to 
“overcame  the  declines  in  the 

first  six  months”. 
Promising  greater  efficiency 

and  a   review  of  the  group's 
cost  structure.  Mr  Eisner  pro- 

vided no  details  or  where  the 
cuts  might  come. 
The  company  has  already 

reduced  film  output,  rational- ised its  studio  structure  and 

cut  the  animation  workforce, 

ft  is  trying  to  persuade  inde- 
pendent television  station 

owners  to  share  the  costs  of 
programming  for  its  Struggling 

ABC  broadcast  network. 
Mr  Eisner  also  hinted  at 

Increased  investments  in  Dis- 
ney's internet  operations,  cur- 
rently concentrated  in  43  per 

cent-owned  Info  seek,  which 

operates  its  Go  Network. 
Including  the  acquisition 

costs  associated  with  its  Info- seek  interests,  group  earnings 

were  $2 26m.  or  11  cents  a 

share. 

The  worst  news  came  from 

creative  content,  the  core  divi- 
sion that  includes  film  and retailing,  it  reported  operating 

income  down  52  per  cent  to $l63m. 

Results  from  cinema  releases 
improved,  the  company  said, 
but  US  home  video  profits 

slipped.  While  the  company  re- released  video  versions  of 

Peter  Pan  and  The  Little  Mer- maid in  the  US  last  year,  tapes 

of  Mulan,  last  summer's  cin- 
ema animation  success, 

attracted  fewer  buyers  in  the 

quarter  to  the  end  of  March. 
Sales  of  film-  and  TV-related merchandise  fell  short  of 

expectations,  helping  reduce 
creative  content  revenues  by 

1   per  cent  to  $2.4bn. However,  a   13  per  cent 
increase  in  revenues  from 

theme  parks  and  resorts  and an  8   per  cent  improvement 
from  broadcasting  helped  off- 

set this  for  a   groupwide  sales 

rise  of  5   per  cent  to  $53bn. 

BARRY  RILEY 

Bourses  out  of  step 
The  single  currency  was  one 
thing,  but  an  integrated 
European  stock  market  may  be 

quite  another.  National 
bourses,  it  seems,  still  have 

plenty  of  life  of  their  own. Avinash  Persaud  of  State 

Street  Bank’s  financial 
markets  group  in  London 
calculates  that,  whereas 

correlations  of  12-month 
returns  in  euro-zone  bond 
markets  have  been  steadily 
rising  to  just  about  1.00  (ie, 
perfect  integration),  the  stock 
market  correlation  coefficient, 
now  about  0.7,  has  declined 

slightly  during  the  past  few 
months  of  monetary  union. 

Last  year  there  was  a   lot  of 
talk  of  European  domestic 
equity  portfolios  being 
rebalanced  across  borders,  and 

of  a   switch  from  country-based 
to  sector-oriented  analysis  and 

asset  allocation. So  far  in  1990,  there  has  beat 
a   some  disfQusionnient  about 
the  euro.  There  is  a   growing 

suspicion  the  "one-size- mlsfits-aZT  monetary  policy 

may  be  driving  the  euro-zone 
economies  apart  rather  than 

producing  convergence. 
The  “eurobubhte"  effect 

remains  evident  at  the  zone’s periphery.  At  the  core,  the  six 
German  economics  institutes 

cut  thedr  gross  domestic 

product  growth  forecast  for 
2939  from  23  per  cent  to  L7  per 
cent  yesterday.  Equity  prices 

are  quite  sensitive  to  expected  . 

growth  rates. Country  v   sector  analysis  is 
quite  tricky  to  pin  down 

precisely.  National  factors 

affect  the  persistence  of 
different  growth  rates,  as  with 

Germany’s  notorious  labour 
market  inflexibility.  There 

may  also  be  important  sector 
effects  on  whole  economies, 
however,  so  that  Italy,  for 
instance,  has  been 
unexpectedly  hit  by  its  large 

exposure  to  the  textiles 
industry.  It  may  be  almost  a 
matter  of  semantics  whether 
country  effects  are  really 
stock-specific  influences  in 

I   another  guise. 

This  year,  within  the 
eurozone,  the  Finnish  stock 
market  has  outperformed 
Portugal  by  44  per  cent,  and 
Belgium  has  lagged  France  by 

15  per  cent.  Clearly  there 
remains  an  important  degree 
of  dispersion.  The  question  is 
whether  investors  should  still 
make  country  bets  or  whether 
they  can  expect  to  pick  up 
these  variations  through 

sector  exposures. 
Sandy  Rattray  of  Goldman SarttB  addressed  the  issue  by 

calculating ‘industry 
reconstructed  returns”.  These 
sector-adjusted  figures  suggest 
there  were  underlying  country 
effects  in  the  first  quarter, 
with  Germany  and  Spain 
underperforming  France  by 
more  than  30  per  cent 

Possible  explanations  in 
Germany's  case  include economic  gloom  or, 

alternatively,  the  high  rate  of 

portfolio  rebalancing  observed 
among  German  institutions, 
where  spezkdftmds  have 
increased  their  exposure  to 

non-domestic  equities  from  34 
to  66  pex  cent  since  the  end  of 
1997.  Spain,  meanwhile,  may 
have  suffered  from  its 

corporate  sector's  links  with 

South  America.  Mr  Rattray 

also  notes  the  recent 
outperformance  of  large 

capitalisation  stocks, 
especially  in  Italy  and  Spain, 
which  may  have  seen  a 

particularly  large  positive fmpnr*  from  the  rebalancing 

by  core  euro-zone  investors. A   focus  an  big  stocks  (why 

buy  10  little  stocks  when  one 
or  two  giants  will  meet 
country  and  sector  exposure 
targets  just  as  wen?)  has 
become  a   source  of  concern 
about  mispricing.  The  role  of 
narrow  benchmarks  in 

influencing  stock  selection  is 
also  a   key  factor,  including  the 
Eurotop  100  but  especially  the 
Dow  Jones  Stoxx  50. 

Brokers  are  looking  forward 
to  the  annual  Stoxx  review, 
implemented  in  September, 
which  could  see  a   significant 
degree  of  churning  among  the 

constituents. EuroBench,  the 

Brussels-based  provider  of 
European  sector  indices,  is 

eager  to  step  Into  the  breach 
here  because  Its  indices  are 

not  capitalisation-weighted. But  it  is  fighting  an  uphill 

battle. However.  EuroBench  finds 
European  stock  market  sectors 
are  becoming  more  coherent. 
Having  started  a   year  ago  with 
four  sectors  with  acceptable 
correlations  between  stocks 
and  added  a   fifth,  it  has  now 

defined  a   batch  of  five  mare. 
Sector  enthusiasts  seem 

bound  to  win  the  sector  v 

country  debate  eventually.  But 

stock  market  nationalism remains  obstinately 
Influential, 
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COMPANIES  &   FINANCE:  THE  AMERICAS 

NTT  coup  bolsters  AT&T’s  Japanese  link 
NEWS  DIGEST  .   - 

and  RJCtard  Waters taRtowYori^    

AT&T  forged  its  s
econd 

significant  link  in  Japa
n  in 

the  space  of  three  da
ys, 

unveiling  a   co-oper
ation 

agreement  with  NTT  to 
 manr 

age  the  network  need
s  of 

multinational  corporati
ons 

that  operate  In  the  count
ry. 

The  latest  deal  marks  the 

first  time  that  NTT  h
as 

agreed  a   tie-up  with  a   larg
e 

foreign  competitor,  and  r
ep- 

resents a   coup  for  the  big 

American  telecommunica-
 

tions group,  despite  its  lim- 
ited nature. 

The  announcement  follows 

closely  on  the  heels  of 

AT&T’s  Y220bn  ($1.8bn) 

investment,  along  with  Brit- 
ish Telecommunications,  for 

a   joint  30  per  cent  stake  in 

Japan  Telecom. 
Yesterday’s  news  came  as 

AT&T  reported  an  accelera- 
tion in  Us  revenue  growth  in 

the  first  quarter  of  this  year, 

reflecting  the  company’s moves  to  detach  its  fortunes 
from  its  slowly  shrinking 

residential  long-distance 
business.  Along  with  further 
inroads  into  its  costs,  this 
enabled  the  company  to  beat 
Wall  Street  expectations 

with  an  increase  in  net 

income,  before  one-off 
charges,  of  36  per  cent. 

The  news  helped  AT&T's 
share  price  to  recover  some 
of  the  losses  it  bad  suffered 
since  late  last  week,  when 
the  carrier  announced  Its 

J58bn  bid  for  the  cable  tele- 
vision company  MediaOne. 

The  shares  rose  3&  to  $53%. 

Tfae  agreement  with  NTT 

was  prompted  by  AT&T’s $5  bn  purchase  last  year  of 

IBM's  global  communica- 
tions network  business, 

which  managps  the  commu- 
nications needs  of  big  com- 

panies that  want  to  out- 
source the  activity. 

That  operation  relied  on 

close  partnership  with  sev- 
eral global  carriers,  among 

them  ]N TT  in,'Japaq£fo  cany 

traffic  for  IBM’s  multina- tional customers. 
After  the  IBM  purchase, 

AT&T  “needed  a   strong  ally 

on  the  ground  who  under- 
stood the  business,  the  cul- 

ture and  the  solutions”  of the  former  IBM  network, 

said  Rick  Roscitt,  president 

and  CEO  of  AT&T  Solutions. 
That  had  led  it  to  cement 

the  relationship  with  NTT.  a 

company  that  AT&T  will  be 
competing  directly  against 

•   in  Japan  once  it  merges  its 

own  operations  in  the  coun- 
try with  those  of  British 

Telecom  and  Japan  Telecom. 
The  American  company 

'said  that,  under  the 

*   co-operation  accord,  a   num- 

ber of  carriers,  including 

Japan  Telecom  and  NTT, 
would  compete  separately  to 

carry  the  communications 

traffic  for  multinational  cus- 
tomers. “We  would  antici- 

pate that  the  solutions  busi- ness would  look  to  various 

sources  of  transport."  Mich- ael Armstrong,  chairman, 

said. Foreign  carriers  looking 

for  a   partner  in  Japan  have 
all  pursued  NTT,  which  has 
a   virtual  monopoly  of  the 

local  market  in  Japan.  How- 
ever, NTT  has  made  it  dear 

that  it  is  not  interested  In 

wide-ranging  tie-ups  with 

other  companies.  : AT&T's  latest  .earnings. 

Nortel  lifted 

by  purchase  of 

Bay  Networks 
By  Scott  Morrison  fn  Toronto 

Better  than  expected  sales  to 
telecommunications  carriers 
and  the  addition  of  its  Bay 
unit  enabled  Nortel  Net- 

works to  report  a   26  per  cent 
increase  tn  first-quarter 
revenues. 

That  pushed  net  earnings 

from  operations  at  the  Cana- 
dian communications  net- 

working company  up  to 
US$222m.  or  33  cents  per 
share,  against  S140m,  or  27 
cents. 
The  results  were  in  line 

with  analysts'  expectations. 
Revenues  rose  from  $3.5bn  to 

S14bcL 
Including  almost  J7D0m  in 

costs  relating  to  the  acquisi- 
tion last  year  of  Bay  Neb 

works,  the  US  data  network- 
ing group,  Nortel  incurred  a 

net  loss  of  3470m,  or  71 
cents.  That  compared  with  a 
net  loss  of  532m,  or  6   cents. 
The  company  revised  its 

reporting  methods  by  divid- 
ing results  into  two  seg- 

ments, rather  than  breaking 
down  sales  figures  by  prod- 

uct areas.  Revenue  for  Nor- 

tel's carrier  segment  which 
includes  sales  to  telecoms 

operators,  rose  IS  per  cent 
on  strong  sales  of  fibre  optic 

equipment,  switching  prod- 
ucts and  equipment  to  link 

networks  to  local  access 
lines. 

That  offset  a   50  per  cent 

drop  in  wireless  sales  in  Bra- 

zil due  to  the  country’s 
devaluation  and  weak  mar- 

ket John  Roth,  chief  execu- 
tive, said  Nortel  was  not  los- 
ing market  share  in  Brazil 

and  he  expected  Brazilian 

wireless  sales  to  increase 
later  this  year.  Mr  Roth  said 
overall  wireless  sales  would 
be  in  line  with  the  market 
average  this  year  of  growth 
in  the  mid-teens. 
Revenues  from  the  enter- 

prise segment  which  encom- 
passes rate*  to  non-telecoms 

groups,  were  up  83  per  cent 
but  much  of  that  increase 
was  due  to  additional  sales 
provided  by  Bay.  Mark 
Lucey,  an  analyst  at  Kearns 
Capital  said  growth  in  the 
division  would  have  been  in 
tbe  high  single  digits,  if  the 
additional  revenue  from  Bay 
was  excluded. 

But  he  said  the  Bay  acqui- 
sition appeared  to  be  paying 

off  for  Nortel,  given  that  its 

expansion  into  data  network- 
ing has  reinforced  the  com- 

pany’s position  among  car- rier customers. 

For  example,  Nortel  tech- 
nology that  enables  large 

telecoms  carriers  to  overlay 
data  networking  capabilities 
on  to  their  existing  voice 
networks  would  not  be  as 
credible  had  Nortel  not 

gained  valuable  data  net- 
working expertise  through 

the  Bay  acquisition.  Nortel 

said  it  expected  to  begin  see- 
ing revenues  by  late  this 

year  from  the  product,  under 

evaluation  by  several  carri- 
ers. 

Nortel  yesterday  forecast 
that  1999  revenues  would  be 

about  $22bn,  against  1998’s $17.6bn.  with  earnings  per 
share  growth  at  about  20  per 
cent  Mr  Roth  said  a   signifi- 

cant proportion  of  the 
increase  would  be  due  to Bay. 

Viacom  could  try  internet  sale 
By  Richard  Waters 

Viacom  would  consider 

spinning  off  its  .internet 
activities  to  attpet  a   higher 
stock  market  rating^  for  the 
business.  Sumner  Redstone, 

the  group's  chairman,  said yesterday. 
While  not  confirming  this 

was  under  active  consider- 

ation, he  said' Viacom  expec- 
ted ‘to  announce  “develop- ments in  the  very  near 

future"  that  would  “validate 
and  enhance  the  value"  of 
its  internet  presence.  He 
declined  to  give  details.  - . 
-   The- .   US .   entertainment 

group  has  relied  on  its  main cable  television  brands,  MTV 

and  Nickelodeon,  to  spear- 
head its  online  push.  A   move 

to  obtain  a   separate  stock; 
market  listing  for  those; 

Activities  would  give  the' 
company  a   separate  security 
that  could  be  used  to  make 

acquisitions. 
Viacom  reported  a   10  per 

.   Sumner  Redstone:  hinted  at  enhanced  internet  value 

cent  jump  in  revenues-  for the  first  quarter  of  the  year 
to  S3bn.  However,  heavy 

investments  made  to  rekin- 
dle growth  at  its  Blockbuster 

video  rental  chain  and  to 

expand  Jhe  UPN  television 
network'  led  to  only  a   1.5  per 
cent  advance  in  operating 
earnings,  to  $277 .5m. 

The  MTV  television  net- 

works group  continued  to  be 
the  main  engine.  Its  MTV, 
Nickelodeon  and  Showtime 
channels  produced  revenues 

of  S664m,  up ‘22  per  cent  The 
contribution  to  overall  earn- 

ings was  even  -more  signifi- 
cant. with  the  networks 

producing  3202m.  or  39  per 

cent,  of  Viacom’s  earnings 
before  interest  taxes,  depre- 

dation and  amortisation 

(ebitda).  Blockbuster  also 
grew  strongly.  Revenues  far 
the  business,  which  is  pre- 

paring an  atrial  pub  Sc  offer- 

ing, rose  by  a.  flfth,r  to- 
ymbn.’  However,  ebitda  fell' by  13  per  cent  to  3145m, while  operating  income  slid 

31  per  cent  to  3S0m. 
Viacom’s  other  major  divt- 

.   sion,  based  around  its  Para- mount-movie studio,  did  less 

well  than  a   year  before, 
when  its  stake  in  the  hit 
movie  Titanic  boosted  per- 

formance. Thanks,  in  part  to 

.   the  home  videq  release  in 
the  latest  quarter,  though, revenues  were,  down  only 

2   per  cat,  to  31.1  bn.  while 
ebitda  fell  6   per  cent  to 

S162m. 
Overall  Viacom’s  ebitda 

rose  by  3   per  cent  to  3475m. 
It  reported  after-tax  profits 

of  $33m.  or  5   cents  a   share, 
compared  with  a   loss  of 

314m,  or  2   cents  a   share,  the 
year  before. 

Xerox,  Kodak  lean  to  digital 
By  Ridtaid  Waters 

Xerox  and  Eastman  Kodak 

each  laid  out  plans  yester- 
day that  they  said  would 

take  them  further  into  the 

digital. world  and  allow  fas- 

ter growth  early  next  cen- 
tury. i-  .   J?  .i_  .\  . 

Xerox  unveiled  an  effort  to 
boost  its  sales  of  services  to 

customers  rather  than  rely- 

ing on  sales  of  copiers  and 
other  hardware.  -. 

The-  Initiative 'could '£ft revenues  from  servfes  tlfso 

per  cent  of  total  revenues 
over  tbe  next  10  years,  said 
Rick  Thoman,  former  IBM 
chief  financial  officer 

^recently  named  chief  execi|- 

five  at  Xerox.  The  move  ech- 

oes the  Successes'  IBM  has 
'scored  in  the  services  busi- 

ness, an  activity  that  has 
provided  a   big  new  source  of 
revenue  for  the  company 

and  helped  to  lift  sales  of 

computer  hardware.  :- 
XeroxAas  already  notched 

up  considerable  suqpesses 
with  a   new  generation  of 
digital  copiers,  which  make 
it  possible  for  the  company 
to  link -its  fortunes  to  the 

;   development  of  corporate 
‘   ihformfltion  networks.  Sales 
of  digital  machines 

accounted  for  half  its  reve- 
nues in  the  first  quarter. 

However,  the  shift  ,   to  ser- 
vices could  hit  tbe  /compa- 

GROUPE  FLO 
PARIS 

1993:  STRONG  GROWTH 

A   BETTER  THAN  EXPECTED  PERFORMANCE 

n 

j 

Sales:  17% 
Net  profit  before  tarn  35% 

Net  profit  27% 

1998:  Good  quality  earnings  that  were  better  than  expected 

Groupe  Flo's  financial  performance  in  1998  was  much  better  than  the  forecasts  made  at 

the  time  of  the  company's  stock  market  flotation  in  May  1998.  .. 

|« Strong  sales  growth:  this  was  due  to  the  favourable  economic  dimate  and  an' 
accelerated  rate  of  new  openings  (24  new  establishments  as  compared  to  the  17  that 

were  planned  initially); 

•   AH  the  company's  profitability  ratios  improved:  the  margins  for  operating,  net  profit 
before  tax,  and  net  profit  were  all  highet  as  was  the  cash  flow  margin  and  the 

financial  return; 

•   The  balance  sheet  is  still  solid:  net  gearing  was  held  to  28%  as  the  company  financed 

85%  of  its  capital  expenditure  from  cash  flow. 

The  company  speeded  up  its  development  plans 

In  1998,  Groupe  Fk>  made  significant  progress  towards  achieving  its  ambitions,  namely  to 

consolidate  its  leading  position  in  France  in  restaurant  chains  and  catering  shops. 

I   •   Expansion  in  the  group’s  restaurant  chains:  new  Hippopotamus  outlets  were  opened 
in  Paris  and  the  provinces  (Lyons,  Lille,  Le  Mans,  Montpellier,  and  Aix),  and  Flo 

Prestige  in  Paris  and  Cafe  Flo  in  London  were  also  expanded; 

[   •   The  company  has  developed  a   new  brand  and  concept  Petit  Bofingen  the  third  of 
these  establishments  has  now  been  opened; 

i   Groupe  Flo  is  increasing  its  international  presence*  introducing  its  various  concepts  in 

a   number  of  countries  (the  UK,  Spain,  Japan,  Turkey,  China,  and  Morocco). 

Froe  float  and  cEvkfend 

The  free  float  was  increased  to  45.5%  in  1998,  following  the  sale  by  Credit  Lyonnais  of 

its  stake  at  the  end  of  November. 

At  file  AGM,  the  board  will  propose  the  payment  of  a   net  dividend  of  €   0.53  (FFR  3.5), 

giving  a   pay-out  ratio  of  over  30%. 

Outlook 

In  1999,  Groupe  Flo  will  continue  to  speed  up  the  implementation  of  its  development 

strategy  in  France  and  abroad,  opening  more  fully-owned  and  franchised  outlets. 
Trading  conditions  were  less  buoyant  in  the  first  quarter,  and  the  company  expects  this 

trend  to  continue  for  the  rest  of  the  year.  So,  it  s   now  looking  for  10%  growth  in 

turnover  and  a   15%  increase  in  net  profit  this  year. 
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ny’s  earnings  tn  the.short 

term.  •' 

Kodak  said  it  hoped  to  lift 
its  revenue  growth  rate  to  as 
much  as  12  per  cent  over  the 
next  five  years  as  it  pushed 
ahead  with  ideas  to  promote 

digital  photography.  .   ..  <-\ 
Kodak's  first  efforts  •,  to 

expand  into  digital  imaging, 

based  around  the  use  of  digi- 
tal cameras,  proved  a   false 

start  as  the  cameras  failed  to 

find  a   big  new^inarket.  Since 
last- year  it  has  refocused 

Those  efforts  4o  purstfe  a' wider  range  of  ideas,  many 
based  on  turning  pictures 

taken  on  traditional  film 

into  digital  formats. 

.-^hoBB  digital ,   plans  qpuld 

produce  extra  annual  reve- 
nues of  33-5bnF$4bn  within 

five  years,  Kodak  said. 
Adding  to  new  sources  of 

revalue  and  lifting  the  com- 

pany’s projected  revenue 
growth  overall  to  8-12  per 
cent  a   year  by  2004,  was  the 
potential  ta  forge  marketing 
alliances  and  joint  ventures 
with  other  companies. 

Wall  Street  has  rediscov- 
ered some  of  its  confidence 

■   in  Kodak' since  the  company 
produced  a   surprising 

"   upturn;  in  the  first  quarter. 
The  shares  rose  another  3% 

to  377%  yesterday  morning, a   fifth  highpr  than  before  its 

recent  earnings  announce- jnent  t 

Slovaks  set  for  gas  deal 
By  Kejtor  Eddy  in  Bratislava 
and  Edward  AUen  to  Toronto 

Trans  Canada  International, 

a   subsidiary  of  the  Canadian 
gas  transmission  company 
TtjmsCauada  Pipelines,  is 
expected  to  announce  today 
that  it  has  acquired  a   stake 
in  the  Slovakian  gas  storage 

company  Nafta  Gbely. 
The  deal  .will  position 

TransCanada  in  J|je  .key 
•transmission  and 

hub  between  the  huge  Rus- 
sian natural  gas  fields  and 

the  largest  European  mar- 
kets in  France  and  Germany. 

The  company  would  not  con- 
firm the  size  of  the  stake  but 

said-  the  acquisition  would 
be  done  in  conjunction  with 

other  partners. The  Slovakian  company 

has  storage  caJactty  of  2£bn 
cubic  metres  and  the  poten- 

tial to  double  that  figure. 
TransCanada  views  it  as  a 

stepping  stone  for  further 
expansion  in  central  Europe. 

Gary  Davis,  of  .Trftns- 
Canada,  would  not  Confirm 
that  an  announcement  was 
imminent.  But  he  said 
TransCanada  was  interested 

in  helping  the  Slovakian 
government  to  restructure 

the  company,  to  talfe  afl van- 

tage of  new  opportunities  in ' a   deregulating  European  gas 

market. 
For  TransCanada  the  deal 

would  offer  “a  very  cost-effi- 
cient way  to  get  involvkl  in 

a   critical  marketing  hub  for 
Russian  gas  going  to 

Europe",  he  added. TransCanada  similarly 

positioned  itself  in  file  key hub  for  North  Sea  gas  going 

to  Europe  with  its  3275m 

purchase  last  year  of 
Occidental  Netherlands,  the 
Dutch  Subsidiary  of 

US-based*  /   Occidental 

Petroleum.- 
Nafta  Gbely,  which  runs 

what  is  considered  a   highly 

profitable  gas  storage  com- 
pany with  a,  loss-making  oil 

extraction  operation,’  was-' partially  privatised  in  1996* 
when  a   45.9  per  cent  stake 
was  sold  for  the  knock-down 
price  of  KcsSOOm  (311.9m). 

The  new  Slovakian  govern- 
ment recently  bought  back 

40.9  per  cent  of  the  priva- tised stake. 

TransCanada  owns  the 
largest  natural  gas  pipeline 
system  in  North  America. 

HOTELS 

meanwhile,  reflected  a.  6.1 

per  cent  increase  in  reve- nues to  $l3-6bn,  excluding 

TCI,  the  cable  television 

group  it  acquired  in  early 
March.  That  growth  was 

supported  by  the  business services  unit,  which  grew 

revenues  by  7.5  per  cent  to 
3&2bn.  offsetting  a   3.4  per 

cent  decline  in  consumer 
revenues,  to  35-7bn. 

The  company  also  bene- fited from  a   40  per  cent  rise 

in  wireless  revenue.  Includ- 
ing net  after-tax  charges  of 

3679m.  AT&T  reported  net 
income  of  $L076bn*  or  38 
cents  a   share,  compared 
with  31285bn.  or  48  cents  a 

share,  ayear  before. 

Park  Place  to  pay  $3bn 

for  Caesar’s  World 
Paik  Place  Entertainment,  the  hotel  and  gambfing 

company,  is  acquiring  Caesar's  Worid  resorts  for  $3bn 

cash,  ending  wed®  of  speculation  .that  a   deal  was  ki  the 
pipefina  Starwood  Hotels  &   Resorts  is  selBng  the  famed.  .. 

.Caesars  hotels  aid  casinos  in  Las  Vegas,  Atlantic  City  and 

other  gambfrig  cities,  but  wBI  retain  Its  Desert  Inn  golf 

resort  and  casino  in  Las  Vegas.  " 
Parry  Stem&dit,  Starwood  chairman,  said  his  company  - 

would  focus  on  its  hotel  operations,  describing  the  castoo 

business  as  volatile  and  needing  big  capital  investment  to 

be  competitive.  He  said  Starwood  would  use  proceeds  to 

pay  down  debt,  which'  in  hen  should  lower  its  borrowing costs.  Shares  of  Park  Piace  jumped  about  10  per  cent  to 

$10125  in  early  trading.  Starwood  shares  fall  $1  to  $34. Reuters,  New  York 

RETAILING        _V_ 

Toys  R   Us  shares  surge 
Shares  of  US  retailer  Toys  R   Us  surged  9   per  cent  to 

$23&  at  midday  alter  the  company  announced  a   shake-up 
in  Its  approach  to  internet. sales.  It  said  ft  had  created  a 

separate  subsidiary  for  its  internet  operations,  toys-  -   -   - 
nj&com,  with  an  initial  investment  of  $50m.  A   new  chief 
executive  wffl  be  appomted  to  run  the  e-commerce 

operations.  Toys  R   Us  plans  to  relaunch  Its  website  In  the 

second  quarter  in  partnership  with  Benchmark  Capital,  a 
CaCfbmian  venture  capital  firm,  which  wffl  provide  strategic and  financial  support. 

ThC  tteaSer,  whit*  reported  flat  sales  of  $4.9bn  and  a 

netfoss  of  $13m  for  last  year,  faces  stiff  competitive  pres- 
sures  in  both  e-commerce  and  traditional  retailing.  Dis- 

count retaBers  such  as  Wal-Mart  and  Target  continue  to 
eat  at  its  market  share.  A   website  launched  last  year 

proved  unsuccessful  with  consumers,  with  rising  stars  of 
e-commerce  Ore  eToys  offering  consumers  better  price mid  service  options. 

•John  Labate,  New  York 

CHEMICALS 

DuPont  in  sales  alliance 
Shares  in  DuPont  rose  $1^  to  $68%  yesterday  morning, 
alter  the  chemicals  and  rife  sciences  group  said  its  1999 

performance  could  be  slightly  better  than  expected,  ft 
reported  net  Income,  Including  one-off  charges,  of  $663m 
and  earnings  per  share  of  58  cents.  However,  excluding 

the  charge,  earnings  of  66  cents  beat  analysts’  estimates of  60  cents. 

DuPont  also  announced  a   sales  alliance  with  McKesson 

HBOC,  the  world's  largest  pharmaceutical  supply  manage- 
ment and  healthcare  in  fun  nation  company.  Under  the  alli- 
ance. a   saiesforce  recruited,  hired  and  trained  by  McKes- 

son wffl  help  DuPont’s  salesforoe  promote  products  for  the 
treatment  of  cardiovascular  and  Parkinson's  disease. 

Group  sales  rose  2   per  cent  to  $6-3bn.  Volumes,  includ- 
ing acquisitions,  were  up  4   per  cent,  but  worldwide  aver- 
age prices  fell  2   per  cent,  including  currency  effects. 

Excluding  acquisitions,  worldwide  volumes  were  dawn 
about  2   per  cent  Tracy  Corrigan,  New  York 

AMERICAN  FOOTBALL 

$800m  Redskins  sale  a   record 
The  Washington  Redskins,  professional  American  football 
team,  are  to  be  sold  for  a   record  $800m  to  a   consortium 

fed  by  Daniel  Snyder,  a   Maryland-based  marketing  and 
advertising  executive.  The  estate  of  Jack  Kent  Cooke,  the 
late  owner  of  the  team,  wffl  accept  an  offer  put  forward  by 
Mr  Snyder. 

The  bid  is  a   record  for  any  US  professional  sports  fran- 
chise and  far  exceeds  the  previous  record  for  a   football 

team  -   the  $5&)m  paid  last  year  for  the  Cleveland 
Browns.  The  deal  still  has  to  be  approved  by  at  least  24  of 
the  31  team  owners  in  the  National  Football  League,  the 
sport’s  governing  body. 

Marie  Suzman,  Washington 

STEEL 

Ahmsa  seeks  partner 
The  newly  appointed  head  of  Ahmsa,  which  this  week 
announced  it  had  suspended  debt  payments,  said  yester- 

day the  company  was  in  talks  with  five  potential  partners, 
including  three  from  Mexico,  and  that  it  expected  a   merger 
agreement  by  May.  Jose  Domene,  who  on  Monday  took 
twer  at  Mexico’s  largest  steel  producer,  denied  speculation 
that  the  three  interested  Mexican  steel  companies  would 
form  a   consortium  to  take  R   over.  They  are  thought  to  be 
Hylsamex,  Imsa  and  VJIJacero.  Two  unspecified  European 
companies  are  also  said  to  be  interested. 
One  potential  partner  is  doing  due  diligence.  “We  should be  finishing  the  first  period  of  the  merger  by  the  end  of 

May.*  Mr  Domene  said.  Ahmsa  has  been  forced  to  pursue a   strategic  partner  due  to  Its  $1.8bn  debt  and  low  global 
steel  prices. 
Henry  Tricks,  Mexico  CHy 

The  race  to  gather  a   digital  arsenal Louise  Kehoe  and  Christopher  Price  on 
the  scramble  for  communications  groups 

GECs  $4J2bn  acquisi- 

tion this  week  of 
Fore  Systems,  the 

US  networking  company, 

signals  the  start  of  the  final 
lap  in  the  race  to  create 
world-class  suppliers  of  the 

next  generation  of  digital 
communications

  
equipment. 

But  the  UK  group  is  not 

alone  in  its  efforts  to  assem- 
ble an  arsenal  of  communi- 

cations technologies.  It  is  the 
latest  in  a   wave  of  European 
telecommunications  groups 
to  enter  the  US  market, 

which  not  only  hosts  the  big- 
gest and  fastest  growing 

equipment  industry,  but  is 
also  home  to  the  most 

advanced  technology  compa- nies. 

Recent  purchasers  include 
Alcatel  of  France,  which 

acquired  Xylan  Corp,  a   daia- 
switching  specialist,  for  $2bn 
and  Siemens,  the  German 
telecoms  equipment  group, 
which  made  two  smaller  US 

acquisitions. 
North  American  groups 

have  also  been  involved. 
Two  of  the  biggest  deals  in 

the  industry  have  been  tbe 
acquisition  of  Ascend  Com- 

munications by  Lucent,  the 
AT&T  spin-off,  for  3l9bn, 
and  the  $9bn  purchase  of 

Bay  Networks  by  Nortel  of 
Canada. 

These  and  other  compa- 
nies still  have  a   strong  appe- 
tite for  acquisitions.  Yet 

with  GEC’s  purchase  of 
FOre,  there  are  only  two  sub- 

stantial groups  left  that  are 

considered  potential  take- 
over targets  -   Newbridge 

Networks  of  Canada  and 
Cabletron  Systems  of  the  US. 
Newbridge,  which  was 

trading  close  to  its  12-month 
high  of  $39%  yesterday,  giv- 

ing it  a   market  value  of 
almost  37bn.  is  widely  con- 

sidered to  be  the  more  vul- 
nerable. The  company  Is  a 

leader  in  Asynchronous 
Transfer  Mode  technology 
whit*  can  be  used  to  create 
high-speed  networks  capable 
of  carrying  multimedia 
signals. 

Cabletron,  a   leader  in  com- 
puter networking  products, has  Itself  been  picking  up 

Estimated  grawDinf  global 
voice  and  data  traffic 
Tara&ytBS  per  montfi  C000) 

1998  98  2000  01  02  .   03  -   04  05. 

smaller  companies  with  spe- 
cialised technologies.  How- 

ever, there  have  been  reports 
that  it  has  hired  Merrill 
Lynch,  the  investment  bank, to  investigate  strategic 
options,  including  the  possi- 

bility of  a   sale.  Yesterday Cabletron  was  trading  at  39, 
off  substantially  from  its 12-month  high  of  315&. 

Driving  the  merger  and 
acquisition  activity  in  the 
sector  is  what  might  best  be 

called  the  “Cisco  effect”. Cisco  Systems,  the  world 
leader  in  internet-style  net- 

working equipment,  is  mov- 

ing rapidly  into  markets  that 
were  previously  the  territory 
of  traditional  telecoms 

equipment  suppliers. 
The  Silicon.  Valley  com- 

pany has  also  set  the  acqui- sition trend  by  regularly 

snapping  op  smaller  compa- 
nies -   often  start-ups  that have  been  formed  with  the 

predetermined  goal  of  being 
acquired  by  the  networking 

equipment  giant Cisco’s  growth,  and  that  of 
the  entire  industry,  reflects 

the  transformation  of  tele- 
coms networks  into  data  net- works with  the  rapid  growth 

of  internet  traffic.  Already. 

US  telephone  networks  carry 
more  data  signals  than  voice 
calls  and  the  trend  is  spread- 

ing rapidly  throughout  the 
rest  of  the  world. 

Thus,  building  net- 

works optimised  for 

voice  calls  is  no  lon- 
ger economically  viable. 

Instead,  the  rush  is  to  create 
internet  protocol  networks, 
which  are  capable  of  carry- 

ing both  voice  and  data  more 
efficiently  than  traditional 
switched  networks. 

For  GEC,  the  purchase  is 

the  latest  in  a   string  of  deals 
since  January,  when  the  UK 

company  —   which  is  unre- lated to  GE  of  the  US  - started  to  transform  itself 
into  a   fully-fledged  telecoms 
network  equipment  supplier. 

Last  month,  it  paid  more than  S2bn  for  Rel  tec,  a   pro- 
vider of  networking  equip- 

ment for  the  telecoms  “last 
mile”  to  the  home. 

GEC  believes  the  two, 
linked  with  its  Marconi  call 
software  expertise,  give  St  a 
compelling  business  solution for  internet  service  providers 
and  telecoms  operators. GEC  is  not  just  baying 
technology.  It  is  also  buying 

Fore's  and  Reltec's  custom- ers, to  whom  it  hopes  to 
additional  telecoms  services. 
For  many  analysts,  this  Is  as 
important  as  having  the 
technology  spread. 
"GEC  is  in  a   better  posi- 

tion now,  but  they  were  not 
a   household  name  and  bay- 

ing Fore  does  not  make  them a   household  name.  There  is 
a   branding  game  going  on  in 
this  market,"  says  Maribel 

Lopez,  analyst  with  Forres- ter, the  industry  research 

group. 
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WE  LOVE  TECHNOLOGY.  It’s  new 

and  itrs  shiny  and  it  inspires  a 

certain  awe,  like  the  Great 

Pyramid  of  Cheops  or  a   tiny 

new  human  being.  Technology 

is  good  at  the  heavy  lifting 

People  are  good  at  the  heavy 

thinking.  Bits  and  bytes  and 
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... 

ones  aiid  zeroes  fly  around  the 

planet,  but  only  at  our  discretion. 

The  computer  has  a   role 

model,  and  it  is  us.  Computers 

are  plastic  and  metal  and 

sand.  People  are  brilliance  and 
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discernment  and  vision.  Admire 

HUMAN  ACHIEVEMENT ^   Merrill  Lynch 
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COMPANIES  &   FINANCE:  ASIA-PACIFIC 

President  to  take  33% 

of  Tingyi  noodles 

BANKING  NEWBRIDGE  CAPITAL  AIMS  TO  MEET  THIS  WEEK’S  DEADLINE  FOR  U,  i   ̂ 

US  fund  certain  on  Korea  First  deal 

By  HUB  Dickie  fa  Taipei   

president  Enterprises,  th
e 

leading  Taiwanese  
food 

group,  plans  to  take  a   33  per
 

cent  stake  In  Hong  Kong
- 

listed  instant  noodles  pr
o- 

ducer Tingyi,  in  a   deal  that 

would  create  an  alliance  able
 

to  dominate  the  world's  most
 

populous  noodle  market
, 

mainland  China. 

The  deal  would  also  end 

cut-throat  competition 

between  President  Enter- 

prises and  Tingyi,  which  Is 

Taiwanese  controlled  but 

based  in  mainland  China. 

The  two  have  been  waging 

an  expensive  battle  for  Chi- 
nese market  share  in  noo- 

dles. soft  drinks  and  soy 
sauce. 

Tingyi's  instant  noodles, 
marketed  under  the  name 

Kang  Shifu.  or  “Master 
Kang”,  already  account  for 
an  estimated  third  of  the 

Chinese  market,  with  Presi- 
dent's brand  not  far  behind. 

“They  are  number  one, 

and  we  are  number  two,” 
President  Enterprises  said. 

Stare  price  (TO  - 

Jan  1999  Apr 

Suer  ag&rcmm 

“The  deal  is  not  settled  yet. 
but  both  sides  share  the 

same  desire." 
Analysts  said  the  deal,  if 

realised,  would  ease  con- 
cerns about  cash  shortages 

at  Tingyi  and  could  help 
President  to  achieve  its  first 
profit  in  China  in  nearly 
nine  years  in  the  always 

appetising  but  often  indigest- 
ible mainland  market 

Tingyi,  which  has  made 
expensive  advances  into  the 

mainland  soft  drinks  market 

in  recent  years,  had  been 

conducting  talks  with  Presi- 
dent for  months  even  as  it 

discussed  selling  a   one-third 
stake  to  Campbell,  the  US 
soup  giant 
The  noodle  maker  said 

yesterday  the  talks  with 
Campbell  bad  failed,  but 

gave  no  details. 
Taiwanese  companies 

have  used  their  understand- 
ing of  Chinese  tastes  to  tap  a 

vast  appetite  for  instant  noo- 
dles and  snacks  among 

China’s  increasingly  time- 
conscious  urban  dwellers 

and  among  passengers  on 
trains  that  can  take  days  to 
traverse  the  huge  nation. 
However.  Michael  Lee. 

analyst  at  Masterlink  Secu- 
rities in  Taipei,  said  market- 

ing acumen  alone  had  been 

unable  to  keep  Tingyi’s 
finances  healthy,  with  Presi- 

dent expected  to  supply  a 
large  injection  of  operating 

capital.  “The  finanriai  situa- 
tion of  Tingyi  should  be 

much  better  after  this  deal,” Mr  Lee  said. 

By  John  Balm  ta  Seoul 

Newbridge  Capital,  the  US 
investment  fund,  yesterday 
aid  it  was  confident  it  can 

reach  a   final  agreement  on 
its  takeover  of  Korea  First 

Bank  by  a   deadline  set  for 
the  end  of  the  week. 
The  landmark  deal  for  the 

first  foreign  takeover  of  a 
South  Korean  bank  has  been 

bedeviled  by  disputes  over 

the  valuation  of  the  bank's assets  and  other  terms  of  the 

memorandum  of  understand- 
ing signed  in  December, 

according  to  people  close  to 
the  negotiations. 

“We  remain  confident  all 

major  issues  will  be  agreed 

upon  according  to  the  origi- 
nal schedule.  We  have  not 

discussed  any  other  sched- 
ule," said  Wejjlan  Shan, 

Newbridge  managing  direc- 

tor. 
In  a   press  conference  seen 

as  part  of  Newbridge’s efforts  to  gain  Korean  public 

support,  he  said  the  deadline 

could  be  extended  as  stipu- 

lated in  the  memorandum  if 

both  parties  agree  to  it  New- 
bridge would  lose  its  exclu- sive right  to  buy  Korea  First 

if  a   deal  is  not  concluded  by 

this  week. 

The  deal  for  Newbridge  .to 

buy  a   51  per  cent  stake  in 
the  nationalised  bank  has 

been  criticised  by  the  Kor- 
ean media  and  some  govern- ment officials  as  bong  too 

generous  to  the  US  invest- ment fund  since  the  Korean 

economy  is  recovering. The  Korean  negotiating 

stance  has  recently  hard- 
ened, with  some  terms  of  Hie: 

memorandum  being  ques- 

tioned. including  the  govern- ment’s obligation  to  buy 
tank  loans  that  go  soar  over 

the  next  two  years.  This 

reflects  government  worries that  it  is  dose  to  exhausting 

the  Won64.0O0tm  (S5&9fan) 

allocated  to  rescuing  the- troubfed  banking  system. 

-   Mr  Shan  denied  the,  (teal  * was  in  danger  of  collapsing. 
"We  have  far  more  common 

ground  than  ffifierences.  We 

are  focusing  on  these  com- 

mon grounds,"  he  said. 

Analysts  warn  the  deal’s collapse  would  raise  doubts 

about  Seoul’s  commitment' 
to  financial  reforms 

demanded  by  the  Interna- tional Monetary  Fmid  as 

part  of  its  gS&n  rescue'  pack- age.- The. IMF  ordered  the sale  of  Korea  First  and 

SeoulBank,  the  two  weakest 

big  banks,  to
  ’ 

■   tors.--  , 

The  Korea. .   ; 

helped  persuade  mterha-  y tional  credit  ageftcfe$,4£>.  ̂  

raise  Korea's  savew^ft^afr^ 
ing  to  investment  j 

the  first  time  since 

dal  aids  in  1997  beacfi^  q?  ;1 
apparent  progress  , 
restructuring:  » 

Analysts  believe  J 

First  would  still  finfl'a 
‘ 

if  the  Newbridge  deakeeLj* ' 
lapsed.  “A.  lot  of  serfefiS. ) 
investors  want'  to  bid  &rft£  /j/ 

said  Richard  Samueisoff,  -   . research  head  at  .WariKug  ij. 
Dillon  Reed  in  3eouL  ) 

Credit  Suisse  to  start 

own  inquiry  in  Japan 

Thomas 
Cook 

Merger  of 

The  Thomas  Cook  Group  Limited 

CLG  (UK)  Limited 
(a  subsidiary  of  Carison  Companies,  Inc.) 

to  form 

Thomas  Cook  Holdings  Limited 

This  transaction  was  initiated  and  conducted  jointly  by 

l^WestLB 

UB  Beteiligungen 

V/ WestLB  Panmure 
WmLB  Panrnwv  Limfcod  is  regulated  by  SPA. 

Thomas 
Cook 

Westdeutsche  Landesbank  Girozentraie 

has  agreed  to  sell  to 

Preussag  AG 

a   controlling  interest  in 

Thomas  Cook  Holdings  Limited 

Sale  conducted  by 

WestLB  UB  Beteiligungen 
Advisers  to  Westdeutsche  Landesbank  Girozentraie 

WestLB  Panmure  Limited 

^WestLB 
UB  Beteiligungen 

WestLB  Panmure 

WMLB  Panmure  United  li  ragutated  by  SFA. 

By  GflBan  Tea  a   Tokyo 

Credit  Suisse  has  hired 
western  lawyers  to  conduct 
an  internal  investigation 
Into  whether  some  of  its 

Tokyo  employees  have 
obstructed  Japanese  regula- 

tors in  recent  months- 
The  move  comes  as  the 

Financial  Supervisory 

Agency.  Japan’s  banking 
regulator,  presses  ahead 
with  the  inspection  of  four  of 

Credit  Suisse's  Tokyo  subsid- 
iaries, which  started  in  mid- 

January. 
The  move  indicates  the 

seriousness  that  Credit  Sui- 
sse attaches  to  the  FSA 

investigation. 
The  FSA  has  not  publicly 

commented  on  the  inspec- 
tion. However,  it  is  under- 

stood to  be  exploring  two 

main  questions.  One  is 
whether  the  Credit  Suisse 

group  has  helped  Japanese 
clients,  such  as  Long-Term 
Credit  Bank  and  Nippon 

Credit  Bank,  to  conceal  bal- 
ance sheet  losses  in  recent 

years. 

The  FSA  is  also  examining 
the  conduct  of  Credit  Suisse 

during  the  early  weeks  of 
the  inspection.  In  particular, 
it  is  exploring  whether 
Credit  Suisse  employees 
broke  local  hanking  laws  by 

deliberately  obstructing  the 

regulators  in  their  search  for 

documents. 
Credit  Suisse  has  not  com- 

mented in  public  on  either  of 
these  Issues,  and  the  FSA 
has  not  produced  any  public 

proof  of  wrongdoing.  How- ever, in  the  worst  case,  the 
Inspection  could  result  in  a 
temporary  suspension  of 
part  of  the  Credit  Suisse 
licence  in  Japan. 

The  matter  is  raising  ten- 

sion between  Credit  Suisse's Tokyo  and  London  offices. 
Earlier  this  month  Rainer 

Gut,  global  chairman  of 
Credit  Suisse,  travelled  to 
Tokyo  to  meet  the  FSA. 
However,  the  head  of  the 
FSA  refused  to  meet  him, 

saying  this  would  imply  the 
FSA  was  bowing  to  political 

pressure. 
The  Swiss  government  has 

expressed  its  concern  to  the 
Japanese  government  that 
the  case  be  handled  in  a 
“fair”  manner.  However,  the 

Swiss  embassy  in  Japan 

denies  it  is  seeking  any  “spe- 

cial treatment”  for  the  hank. The  conclusion  from  the 
FSA  inspection  Is  unlikely  to 
emerge  until  Credit  Suisse 
lawyers  have  completed 
their  internal  report  The 
FSA  has  told  Credit  Suisse  it 
wfil  takp  this  into  consider- 

ation, but  not  accept  it  as  a 
bargaining  chip- 

The  case  is  stirring  consid- erable debate  in  the  western 
banking  world  in  Tokyo,  hot 

least  because  Japanese  regu- 
lators have  indicated  they 

are  likely  to  inspect  other 
western  banks  soon. 
Some  western  lawyers 

have  accused  the  Japanese 
government  of  Osmg  Credit 

Suisse  as  a   scapegoat  for  a 

broader  political  backlash 
against  foreign  banks,  and 
question  whether  the  FSA 
will  be  able  to  prove  ,   any 

wrongdoing  at  the  bank. 
Others  argue  that  the  FSA 

is  trying  to  improve  stan- 
dards in  Japan,  after  ignor- 

ing activities  of.  western 
hanks  in  recent  yeara. 

The  inspection  at  Credit 
Suisse  was  triggered  by  a 

separate  FSA  inquiry  into 
the  19  large  banks  last  year, 

including  a   probe  into  NCB 
and  .   LTCB,  which  were 

nationalised  last  autnmn- This  showed  that  NCB  and 
LTCB  tad  engaged  in  manip- 

ulation of  their  balance 
shpgm  partly  by  usmg  com- 

plex financial  instruments 
and  accounting  techniques. 

The  inquiry  also  produced 
information  on  counter- 

parties to  these  trades, 

including  western  banks. 

Standard  Chartered  set 
for  70%  Thai  bank  stake 
By  George  Graham  in  London 
and  WWam  Barnes  in  Bangkok 

Standard  Chartered,  the 

international  bank  head- 
quartered in  London,  is 

expected  to  announce  today 
the  acquisition  of  a   TO  per 

cent  stake  in  Thailand's Nakomthon  Bank. 
Standard  Chartered  is 

expected  to  make  an  initial 

payment  of  about  Bt5.5bn 
(Si46m)  for  the  stake,  with 
the  possibility  of  additional 

payments  later. Thailand's  Financial  insti- 
tutions Development  Fund, 

the  central  bank's  bail-out 
arm.  is  also  expected  to  pat 
in  about  Btl.5bn  to  acquire 

an  equity  stake,  but  will  also 
inject  an  estimated  Btl3bn 
in  the  form  of  a   soft 
loam 
Some  analysts  believe 

those  who  bought  into  the 
Thai  banking  sector  last 

year,  such  as  Singapore’s DBS  Bank,  which  took  just 

over  50  per  cent  of  Thai 
Danu  Bank,  may  have  paid 
too  much.  According  to  some 
estimates,  it  will  take  more 

than  $30bn  to  recapitalise 
the  entire  Thai  banking industry. 

But  Chatumonkol  Son- 
akuL  governor  of  the  Bank 
of  Thailand,  claimed  this 
week  that  non-performing 

loans  in  private  sector  banks 
had  now  peaked,  after  they 
shrank  marginally  from  42 
per  cent  to  41.9  per  cent  of lending. 

“This  is  a   good  time  to 

buy.  The  economy  has  bot- tomed out  and  any  surprises 

now  will  be  on  the  upside,” said  Andrew  Maule,  banking 

analyst  at  ABN  Amro Securities. 

Nakornthon  is  Standard 

Chartered's  second  deal  in  a 
week,  following  the  $56m 

purchase  of  a   controlling 

stake  in  Indonesia’s  Bank Bali.  The  bank  has  set  out  to 

strengthen  its  Asian  net- 
work -   the  heart  of  its  busi- 

ness -   with  selected  acquisi- 
tions. 
A   memorandum  of  under- 

standing is  expected  to  be 
signed  in  Bangkok  today, 
with  completion  likely  in 
June.  Standard  Chartered  is 

believed  to  have  been  pre- 

ferred by  the  Thai  authori- ties to  United  Overseas  Bank 

of  Singapore,  the  main  rival 
bidder. 
Nakornthon,  founded  in 

1933.  is  Thailand’s  second oldest  bank,  with  68 

branches  heavily  concen- 
trated in  the  Bangkok  area. 

Standard  Chartered  has  only 
one  branch  in  Thailand. 
Like  all  Thai  banks, 

Nakornthon  has  seen  its 
loan  book  deteriorate  as  the 

country's  economy  has  suf- fered over  the  last  two  years. 
Without  an  outside  injection 

of  capital,  its  capital 

adequacy  ratios  would  have 
fallen  below  the  levels 

required  by  regulators. 
Nakornthon* s   chairman, 

Vorawee  Wangles,  has  said 
the  family  realised  soon 
after  the  crisis  hit  Thailand 
that  it  would  have  to  give  up 
control. 

“We  knew  that  it  would  be 

impossible  to  finance  the 
bank  on  our  own,  and  we 
knew  that  any  partner 

would  want  absolute 

control." 

NEWS  DIGEST 

PHILIPPINES  - 

JG  Summit  buys  into 

Singapore  property  group 
SaCm  Group,  the  Indonesian  conglomerate,  has  told  a 23  per  cent  stake  in  a.Singapore  property  company  to 
JG  Summit,  a   diversified  Philippine  business  group,  for 

S$310.9m  (US$1 83m).  Hie  move  follows  the  breakdown  of 

Satim’s  plans  to  sell  the  stake  in  United  Industrial,  which 

owns  prime  office  property  in  the  city  state  and  holds  a' 51 '   per  stoke  in  properly  developer  Singapore  Land,  to  HKR  . 
International  of  Hong  Kong. 

The  move  is  one  of  the  biggest  overseas  expansions  by  . - 
JG  Summit,  the  holding  company  of  John  Gokongwai.  the 
Philippine  tycoon.  The  interests  of  the  JG  Summit  group 
include  property,  telecommunications,  the  airline  industry  , . 
andpetrochenvcab.  The  group  recently  sold  Apo  CemeriC 

a   Philippine  cement  manufacturer,  for  $400m  to  Cemax 
and  is  planning  to  seH  a   stoke  in  PCI  Bank,  a   leading  Phil-  / 
ippine  commercial  bank.  Tony  TasseH,  Manila 

FOOD  ; 

Indofood  sale  falls  through 
Indofood,  Indonesia's  leading  food  maker,  announced  a 
return  to  the  black  with  record  profits  for  1998,  but  said  a 
deal  to  sell  the  majority  of  toe  company  had  fallen  through. 

indofood,  toe  world's  largest  maker  of  instant  noodles, 
posted  net  profits  of  Rp150bn  ($1 7.5m)  against  a   loss  of 
Rp1,200bn  toe  previous  year.  However  a   failure  to  win  an 
agreement  from  creditors  scuppered  a   plan  to  sell  60  per 
cent  of  toe  company  to  Nlssin  Food  Products  of  Japan 

and  Hong  Kong’s  First  Pacific,  which  tike  Indofood  is  part 
of  Indonesia's  Salim  Group. 

indofood  said  the  cancellation  of  the  sale  of  a   30  per 
cent  stake  to  Nlssin  would  not  damage  performance.  The 

group  said  it  was  spinning  off  its  Bogasarl  division  into 
“four  separate  business  entities  based  on  specific 

operations  to  be  initially  wholly-owned  by  Indofood”. 
“After  the  spin-off,  Indofood  will  invite  strategic  partners 

for  each  legal  entity  and  expects  to  complete  these  trans- 

actions by  the  second  half  of  the  year,"  it  said. Earlier,  First  Pacific,  which  had  planned  to  buy  60  per 
cent  of  Indofood  from  Salim,  said  it  would  proceed  alone 

with  a   plan  to  buy  at  least  30  per  cent  The  deal  with  Nls- 
sin fell  through  because  of  Indofood’s  inability  to  win  con- 

sent from  creditors  for  the  plan.  Reuters,  Jakarta 

THAILAND 

Power  workers  oppose  sell-off 
Workers  of  toe  Electricity  Generating  Authority  of  Thailand 
have  since  last  week  been  protesting  about  the  sale  of  the 

country’s  largest  power  station,  bang  built  at  Ratchburi. 
“Once  toe  power  plant  is  sold  to  foreigners  Thais  will 
become  slaves.”  said  Somsak  Kosalsuk,  president  of  the 
federation  of  stale  enterprise  workers. 
EGATs  board  also  seems  to  be  trying  to  throw  obsta- 

cles in  the  way  of  the  Ratchburi  privatisation.  Last  week 
the  board  said  it  would  explore  alternative  ways  of  raising 
finance  and  that  It  would  not  appoint  a   privatisation 
adviser  until  the  workers  were  placated. 
EGAT  workers  were  joined  by  a   crowd  protesting  against 

tiie  IMF  privatisation  programmes.  Some  5.000  waved 
banners  with  such  messages  as  “Don’t  make  us  IMF 
staves”  and  “Thailand  is  not  for  sale-. 
Thousands  of  state  enterprise  workers  chanting  anti-IMF 

and  anti- foreign  slogans  gathered  in  Bangkok  yesterday  to 
protest  against  toe  government's  privatisation  programme. The  government  has  promised  the  IMF  that  a   radical  pri- 

vatisation programme  will  free  up  most  state  enterprises 
starting  with  the  two  state  telecommunications  organisa- tions, some  energy  companies  and  Thai  International. Technocrats  in  government  agree  with  the  IMF  that 
these  enterprises  are  profligate  and  inefficient  But  state 
employee  unions  are  well-organised  and  suspicious.  Many experts  consider  them  as  much  an  obstacle  to  privatisa- tion as  cautious  buyers.  WHfiam  Barnes,  Bangkok 

Taiwanese  lenders  look  to  move  up  a   gear 
Merger  of  grassroots  finance  groups  is  an  overdue  step  in  an  under-regulated  sector,  writes  Mure  Dickie 

The  decor  of  the  Sixth 
Credit  Cooperative  of 
Taichung  certainly 

reflects  its  role  as  a   provider 

of  grass-roots  finance.  The 
Taiwanese  lender’s  office 
entrance  is  tucked  down  an 

alley,  its  carpets  are  cheap 
and  its  paintwork  fading. 

Despite  its  dowdy  trap- 
pings, however.  Sixth  Credit 

has  big  plans  of  becoming  a 

bank  -   plans  it  alms  to  real- 
ise through  a   pioneer  merger 

with  a   fellow  local  lender 

from  southern  Taiwan. 
The  merger,  the  first 

between  two  such  credit 

cooperatives,  is  a   step  for- 
ward in  efforts  to  clean  up 

Taiwan’s  old-fashioned 
grass-roots  financial  system. 
It  also  underlines  the  need 
for  stronger  action  to  reform 
a   sector  that  is  a   minefield  of 
hidden  debts  and  political 
interests. 

While  credit  cooperatives 
account  for  under  7   per  cent 

of  total  deposits  at  financial 
institutions  and  just  5   per 
cent  of  loans,  they,  together 
with  Farmers  Associations, 

are  seen  as  one  of  the  weak- 

est links  in  the  island’s 

credit  chain.  “A  further  clear 
up  of  this  sector  seems  nec- 

essary in  order  to  bring 
more  stability  to  the  Taiwan- 

ese financial  markets,” argues  Taiwan  Ratings,  a 

ratings  agency  part-owned 

by  Standard  &   Poor’s. The  ratio  of  problem  loans 
to  total  lending  by  credit 
cooperatives  is  officially 
6.7  per  cent,  but  analysts  say 
it  could  really  be  as  high  as 

15  per  cent  -   an  extraordi- 

nary level  given  Taiwan's powerful  economic  growth 
and  relatively  conservative 

banking  culture. 

Government  efforts  to 
reform  the  coopera- 

tives. which  are  owned 

by  members  and  restricted 
to  basic  lending  and  deposit- 

taking services,  are  focused 

on  absorbing  them  into  the 
already  overcrowded  com- 

mercial bank  sector.  A   hand- 
ful of  the  biggest  have  been 

allowed  to  upgrade  on  their 

own,  while  sickly  counter- 
parts have  been  taken  over 

by  banks  hoping  to  take 
advantage  of  their  local 

branch  networks. 

LwKfcig  ambition;  ere*  cooperatives  plan  to  become  banks  fip 

Sixth  Credit's  merger  with 
the  First  Credit  Cooperative 
of  Pingtung  will  allow  two small  but  relatively  healthy 
lenders  to  achieve  the  size 
required  for  conversion  to  a 
commercial  bank,  and  the 
Ministry  of  Finance  hopes 
the  merger  will  prove  a model  for  others. 

Analysts  welcome  the 
move  but  warn  officials 
must  also  deal  with  the 

remaining  50  or  so  coopera- tives. many  of  which  are  in 
uncertain  health.  “I  think Taiwan  should  get  rid  of  this 
kind  of  credit  union,"  says Frank  Su,  banking  analyst 
at  Jardine  Fleming  Invest- ment Management,  arguing 

that  rising  affluence  and  the 
development  of  commercial 
banking  has  made  them 

superfluous. 
Government  reluctance  to 

allow  financial  sector  bank- ruptcies means  there  could 
be  problems  ahead  as  weak 
lenders  are  pushed  into mergers  with  banks.  Pan 

Asia  Bank  came  close  to  col- lapse last  year  partly  as  a 
result  of  debts  it  unwittingly 
assumed  when  it  took  over  a 
credit  cooperative.  The  rul- 

ing party  rescued  the  bank, but  its  near  failure  sent  rip- 
ples of  concern  through  the 

financial  sector. 
Sixth  Credit  says  it  has  no 

such  hidden  debt  problems, 

although  Lin  Mao-sen,  assis- tant manager,  admits  the 
merger  is  prompted  by  the 
realisation  that  credit  coop- 

eratives have  little  future.  " Mr  Lin,  whose  bosses 
already  command  Mercedes 
limousines  worthy  of  hank- 

ing heavyweights,  says  end- 
ing  Sixth  Credit's  six decades  of  community  ser- vice was  an  easy  decision. 
"If  your  business  is  too  lim- ited and  competition  is  too 
fierce  you  have  to  find 
another  way"  he  says. “Lots  of  other  cooperatives want  to  learn  from  our 

example." 
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The  Offer  is  open  until  Friday  21  May  1999. 

The  Offer  Prospectus  can  be  obtained  by  calling  +39-0125-522314 
..  I 

OR  BY  DOWNLOADING  THE  DOCUMENT 

from  Olivetti’s  Internet  site  www.olivetti.com 

Arrangements  for  the  official  launch  presentation 

of  Olivetti's  Offer  to  the  international 

financial  community  will  be  communicated  shortly. 
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Norway  names  new  Statoil  board  members 
By  Valeria  SkoJd  ni

  Odo 

Norway's  oil  and  energy
 

ministry  yesterda
y 

appointed  seven  ne
w  board 

members  to  Statoil,  
tbe 

state-owned  oil  company, 

while  signalling1  a   possi
ble 

slowdown  In  privatising  the 

country’s  largest  enterprise. 

He  ministry  named  Ole 

Lund,  chairman  of  the  Oslo 

stock  exchange  and  a 

supreme  court  attorney,  as 

chairman,  replacing  Kjell 

Kim. 

The  nominations  came 

after  the  government 

decided  last  week  not  to 

reinstate  most  of  the  board 

due  to  a   NKrl7bn  (KLlfibn) 

cost  overrun  on  the  Aasgard 

oil  and  gas  field. 
The  board  upheaval 

prompted  Harald  Norvlk, 
Statoil  chief  executive,  to 
offer  his  resignation,  along 

with  Teije  Vareberg,  deputy 

chief  executive.  Mr  Norvik’s 
exodus  prompted  specula- tion that  the  dismissals,  by 

the  minority  centre-led  gov- 

ernment, were  politically 

motivated. 
political  analysts  said  the 

government's  survival  could have  been  threatened  by  any 

fall-out  from  the  cost  over- 

runs. In  addition  the  board, 

most  of  which  was  made  up 

of  labour  party  loyalists  tra- 
ditionally in  favour  of  priva- 

tisation -   was  increasingly 

out  of  step  with  a   govern- 
ment that  is  lukewarm,  on 

state  sell-offs.  • Anne  Enger  Lahnstein, 

acting  oil  and  energy,  minis- 
ter, denied  her  actions  were 

politically  motivated.  How- 
ever. she  said  the  govern- 
ment was  not  prepared  to 

rush  the  Question  of  par- 
tially privatising  Statoil  and 

would  address  the  issue  in  a 

white  paper  to  parliament next  spring. 

“It  would  be  meaningless 

not  to  take  the  'time  to  evalu- 
ate all  the  sides  in  this  politi- 

cal situation,"  Ms  Lahnstein 
said.  “It  is  not  a   question 
that  can  be  resolved  within  a 

hectic  final  spurt  during  the- 

[government's]  budget  han-
 

dling [in  May].” 
Separately,  Statoil 

reported  a   fall  in  first-quar- 
ter profit  from  NKrlJ2hn  to 

NKr700m  due  to  lower  oil 

prices,  shrinking  oil  produc- 
tion and  a   loss  in  its  petro- 

chemicals business. 

Mr  Narvik  said  the  results 

were  acceptable  considering 

the  difficult  market  condi- 
tions and  forecast  an 

improvement  in  the  second 

quarter  due  to  production 

cuts  adopted  by  the  Organi- 

sation of  Petroleum  'Export- 

ing Countries. Pre-tax  profits  in  explora- 

tion and  production  foil  from 

NKr3.329bn  to  NKr2Ll05bn 
on  lower  Ndtwbpm  oil  pith 

dcction,  despite  a   rise  in  the  Banque  NaSonate  de  Paris  yesteir
iay  d^bed;as-“tataj^ 

daily  of  pntitipmpnt  gas  •   exaggerated"  estimates  of  domestic  French  revenue  iostfes 

from  3h2m  cam  to  25.7m.  If  It  took  over  rivals  Society  G6
n6raJe  and  Paribas.- __  »: 

Lower  margins  for  both  pet-  Baudouh  Prot,  BNP  chief  op
erating  officw;  saKbfiw -i. 

roc  he  mi  cal  products  and  combined  retail  networks  would  lose  a
   maximum  of  €30m  . 

methanol  wiped  out  a   (S31.8m)  in  annual  revenues,  not  the  €230m Jguto estK*)  * 

NKr243m  profit  from  a   year  mated  last  week  by  Daniel  Bout
on  and  Andre  Levy-Lang-,  w-- 

earller  down  to  a   NEfrSGm  chabuien  of  SG  arid  Paribas,  which  hope 
 to  conclude  tffetr  ,   - 

loss.  own  friendy  merger. .   '*  \   W< 

    ;   ■   The  revenue  fosses  would be  Ifmited  to  customers,:  . 
■   ‘   '   anxmgsmaHarKimecfta'n-dzed  enterprises,  Mr-Prots^- 

XT  1   a   Overlaps  in  other  .sectors  wee  Insignificant  He  gave- more JLlCvU  IfitlA  deta£^:€560m  in  cost  cuts  BNP  hopes  to  achieve  by  ̂ 

-   2004  by  putting  Its  network  together  with  SG’s  ttanchea 

Mr  Prot  also  played  down  the  prospect  that  post-merger  . 

management  departures  from  SG  would  tie  large  and  seH- 

j   a       ous,  considering  the  level  of  hostility  in  theJjkJ.  "Therein 

downturn  work  and  room  for  everyone,"  he said.  BNPIeft  open  an 
UUTT  iiiiu.u  ofler  of  talks  to  the  other  banks  to  show  that  it  planned* 

-Cm-  ITnwAmA  “association,  not  dominance".  Clay  Harris  h 
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BNP  challenges  rivals’ view  on  revenue  losses 
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Mobilcom  plans  to  add  fibre  to  low-cost  diet 
The  internet  is  central  to  group’s  growth 

target,  write  Ralph  Atkins  and  Alan  Cane 

Gerhard  Schmid,  enfant  in  simply  renting  lines  from terrible  of  German  tele-  Deutsche  Telekom  at  the 

comm  uni  cations.  Is  not  country's  low  interconnec-
 U   terrible  of  German  tele- communications, Is  not 

going  to  be  left  out  of  the 

wave  of  consolidation  affect- 

ing Europe's  biggest  tele- 
communications market. 

After  setting  the  trend  for 

cuts  of  up  to  70  per  cent  in 
long  distance  telephone 

rates,  bis  Schleswig-based 
Mobilcom  group  Is  looking 
to  the  internet  to  maintain 

its  explosive  growth. 
And  he  is  prepared  to 

spend  between  DM300m  and 

DM500m  (€153m-€256m.  S163- 

$271m)  acquiring  a   badly- 
needed  fibre  optical  network. 

Mobilcom' s   economy-rate 
internet  service  already  has 

a   4   per  cent  market  share 
after  four  months.  Mr 

Schmid  says.  “It  is  a   combi- 
nation of  price  and  a   simple 

product.  E-mail,  home  page 
and  web  address  all  for  no 

extra  charge.”  he  says  in  an interview. 

“We  had  40,000  subscribers 
in  10  days  after  starting  the 

one-tariff  services  in  Febru- 
ary and  we  had  to  close  the 

service  because  there  was 

too  much  traffic.'' 
The  push  into  the  internet 

and  network  infrastructure 

marks  a   turnaround  for  Mr 

Schmid.  A   year  ago  he  virtu- 

ally ridiculed  Germany's 
large  power  utilities  -   Veba, 
RWE  and  Viag  -   for  invest- 

ing heavily  in  building  tele- 
communications networks. 

He  had  spotted  tbe  enor- 
mous arbitrage  opportunities 

Deutsche  Telekom  at  the 

country's  low  interconnec- 
tion rate  and  offering  cut- 

price  telephony  to  a   mass 
market. 

Companies  such  as  Mobil- 
com, which  is  listed  on  the 

Neuer  Markt,  the  stock 

exchange  for  fast-growing 
innovative  companies,  bene- 

fit significantly  from  Ger- 
many’s “call-by-calT  system. 

This  allows  customers  to 
chose  a   different  operator  for 

each  call  just  by  dialling  a 
different  five-digit  code 
before  the  usual  telephone 

number.  The  billing  Is  organ- 
ised by  Deutsche  Telekom. 

As  a   result,  Mobilcom’s 
pre-tax  profits  rose  from 
DM29m  in  1997  to  DM250m 

last  year  on  top  of  a   fourfold 
increase  in  turnover  to 

DM1.47bn. 
But  by  the  end  of  last  year 

Deutsche  Telekom,  the  par- 

tially-privatised telecoms 
giant,  had  cut  its  prices 
aggressively  in  response. 

Germany's  dominant  opera- 
tor has  also  benefited  from 

regulations  setting  relatively 
high  costs  for  access  to  the 

local  loop,  the  final  connec- 

tion into  customers'  homes 
and  offices. 

Now.  Mr  Schmid 
acknowledges

,  
having 

your  own  infrastruc- 

ture does  have  its  attrac- 

tions after  all 

Before  Easter,  Mobilcom 

was  poised  to  buy  the  fixed 

European  Menu*  advertising  revenue 

t&n) 2003  CAGR  (%)** 

line  business  of  o.teLo,  the 
telecoms  venture  owned  by 
the  Veba  and  RWE  energy 

conglomerates.  But  then 

Mobilcom’s  much  larger 
rival  Mannesmann  swooped 
with  a   better  offer,  leaving 

Mr  Schmid  looking  else- 

where. 
“Our  strategy."  he  says, 

“is  to  be  cost  leader  because 

cost  has  a   very  large  influ- 

ence on  market  share." Voice  traffic  over  fixed  lines 

is  no  longer  a   rapidly-ex- 

panding business. 
He  added:  “The  fastest 

growing  telecoms  market 

besides  cellular  Is  the  inter- 

net and  data.  We  currently 
have  small  pipes  (main 

transmission  lines)  connect- 

ing our  points  of  presence. “In  tbe  next  two  years,  we 

are  going  to  need  larger 
pipes.  It  is  not  important  to 
own  the  capacity,  it  is  impor- 

tant to  have  it  available.  We 

are  prepared  to  invest  or 

rent" 

Can  his  move  into  the 
internet  re-establish  the 

Mobilcom  magic  generated 

by  his  past  success? 
The  group  has  a   strong 

brand  recognition  and  a   rep- 
utation as  an  audacious 

operator.  Its  share  price 

soared  in  the  12  months  to 

January  1999  but  has  since 

fallen  back. 
Peaking  at  €450  at  the  end 

of  January  they  were  lan- 
guishing at  about  €200  at  the 

end  of  last  week. 
Furthermore,  it  now  faces 

real  competition  in  its  cho- 
sen sectors.  After  following 

Mobilcom  down  on  voice  call 

prices,  Deutsche  Telekom 

and  Mannesmann,  Ger- 

many's number  two  opera- 

tor, are  aliso  slashing  inter- 
net costs.  Mr  Schmid  may 

find  it  less  easy  to  perform 

the  low  cost  trick  second time  around. 

Murdoch  buys  into  Stream  [Ares-Sferono  up 
By  Paul  Betts  in  Milan 

Rupert  Murdoch,  the 

Australian  media  tycoon, 

yesterday  launched  a   new 

attempt  to  penetrate  Italy’s 
fledgling  pay  television  mar- 

ket by  agreeing  to  acquire  a 

35  per  cent  stake  in  Stream, 

Telecom  Italia's  lossmaking 
multimedia  and  pay-TV  sub- 
sidiary. 

The  privatised  Italian  tele- 
communications group,  now 

seeking  to  merge  with  Deut- 
sche Telekom  and  fighting 

off  a   hostile  bid  from  Oli- 

vetti, said  it  had  signed  a 
memorandum  of  understand- 

ing to  sell  65  per  cent  of 
Stream  to  a   group  of  Italian 
investors  as  well  as  Mr 

Murdoch's  News  Corpora- 
tion. 
Under  the  preliminary 

agreement  to  be  finalised  in 
the  middle  of  next  month, 

News  Corp  would  acquire 
35  per  cent  of  Stream  but 

also  appoint  tbe  company's 
new  chief  executive  and 

managing  director  giving  it 
operational  control  of  the 

pay-TV  venture. 
The  other-partners  include 

the  Italian  Cecchi  Gori  com- 
mercial television  and  film 

production  group  and  SDS,  a 
company  recently  set  up  to 
control  and  sell  the  TV 

rights  of  four  leading  Italian 
soccer  clubs.  The  four  clubs 

are  Lazio,  the  leader  in  the 

Italian  premier  division, 
Fiorentina,  Roma  and 

Parma. 
Cecchi  Gori  is  taking  an  IS 

per  cent  stake  while  the  soc- 
cer rights  company  will  have 

12  per  cent.  Telecom  Italia 
will  maintain  35  per  cent  of 
Stream  and  appoint  the 
chairman. 

Tbe  price  of  the  deal  was 
not  disclosed.  It  is  expected 
to  be  based  on  the  future 

recapitalisation  of  the  com- 
pany which  Telecom  Italia 

yesterday  said  would  need  to 
invest  L2,000bn  t€1.03bn, 

SUS1.09bn)  to  develop  Italy's 
second  digital  pay-TV  plat- 

form in  competition  with 

Telepiu,  the  pay-TV  network 
controlled  by  Canal  Plus  of 

France. 
Telecom  Italia  had  consid- 

ered transferring  to  Canal 

Plus  its  100,000  satellite 

pay-TV  subscribers  for  about 

$15Qm.  However,  the  tele- 
communications group  pre- 

ferred the  News  Corp-Cecchi 
Gori-SDS  option  because  it 
offered  It  the  opportunity  to 

recoup  more  of  the  start  up 
and  investment  ensts 

already  made  in  Stream. 
The  decision  to  dispose  of 

Stream  was  one  of  the  first 

decisions  taken  by  Franco 
Bemabe  when  he  took  over 

as  Telecom  Italia's  chief 
executive  last  November. 

The  original  plan  was  to  sell 

80  per  cent  of  the  pay-TV 
venture  to  News  Corp. 

However,  the  deal  col- 
lapsed because  Mr  Murdoch 

also  wanted  to  bid  for  the 

pay-TV  rights  for  all  Italian 
League  football  matches  in 

the  top  two  divisions. 
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By  Wiliam  Hal  In  Zurich 

Shares  of  Ares-Serono.  a 
Swiss  biotech  stock,  jumped 

over  1   per  cent  yesterday 
after  the  company  reported  a 

near  doubling  in  first  quar- 
ter operating  income,  to 

$56.5m,  and  sales  of  Rebif,  a 
new  multiple  sclerosis  drug, 

more  than  quadrupled. 

Ernesto  Bertarelli,  Ares- 
Serono’s  chief  executive, 

said  that  first  quarter  oper- 
ating income  had  been 

boosted  by  increased  royalty 

income  and  a   one-time  pay- 

ment from  Imxnunex  Corpo- 
ration following  a   settlement 

of  a   patent  dispute. 
Sales  grew  23  per  cent  in 

local  currency  terms,  to 

3242m,  and  biotech  drugs 
now  account  for  67  per  cent 

of  sales,  compared  with 
43  per  cent  a   year  ago. 

Mr  Bertarelli,  34-year-old 

son  of  the  company's founder,  said  profit  margins 
increased  significantly 

despite  higher  spending  on 

Petrofina 

marketing  and  research  and 

development 
In  1998,  net  profit  margins 

grew  from  10.2  per  cent  to 
L2L3  per  cent  and  be  expects 

a   14  per  cent  margin  on  sales 

of  at  least  $lbn  in  the  car- 
rent  year. 

Ares-Serono  was  one  of  the 

top-performing  biotech 

stocks,  bat  has  underper- 
formed the  Swiss  market 

because  of  pedestrian  sales 
growth  and  concerns  about 
the  outlook  for  RebifL 

In  early  March  Its  shares 
fell  more  than  10  per  cent 
after  tbe  US  Food  and  Drug 

Administration  refused  to 

allow  Rebif  to  be  marketed 
in  the  US  until  the  expiry  of 

orphan  drug  status  of  two 

competing  drugs  -   Biogen's 
Avonex  and  Scbering's Betaseron. 

Sales  of  Rebif  rose  from 

35.2m  to  324.8m  in  the  first 

quarter  and  sales  of  Seros- 
tim.  a   new  Aids  drug, 
more  than  doubled  to 

327.3m. 

RG  AMERICA  FUND  N.V. 

RG  EUROPE  FUND  N.V. 

RG  PACIFIC  FUND  N.V. 

RG  EMERGING  MARKETS  FUND  N.V. 

("invtstment  companies  with  a   variable  capital) 

ANNUAL  GENERAL  MEETINGS  OF  SHAREHOLDERS 

to  be  held  on  Thursday,  3rd  June,  1999,  ar  the  offices  of  the  Companies,  Coolsingd  120,  Rotterdam, 

the  NcthcrLwds  at  0^.00, 09.45,  lOJQ  and  12.00  hours  respectively. 

The  agendas,  annul  reports  and  annual  accounts  are  available  for  perusal  by  Shareholders  and  other  entitled 

parties  at  the  offices  of  die  companies  and  at  National  Westminster  Bank  PLG,  NatWest  Investments  Coon  tec, 

cJo  Nat  Vest  Markets,  1st  Floor,  135  Bkbopsgate,  London  EC2M  3   UR. 

The  agenda  for  RG  America  Fund  N.V.  includes,  among  other  things  a   proposal  for  changes  to  the  Articles  of 

Association.  The  proposed  changes  are  included  verbatim  as  an  attachment  to  the  agenda. 

Shareholders  wishing  to  attend  and  vote  at  one  of  the  Meetings,  should  notify  the  Management  Board  of  the 

rdcvam  Company  in  writing,  not  later  than  27  May  1M9,  submitting  the  Certificate  of  Deposit  of  their  shares, 

which  may  be  provided  on  request  by  the  bank  or  institution  in  question.  Continuation  of  the  registration  triD 

include  an  agenda,  which  also  serves  as  the  admission  ticket  to  the  meeting. 

Any  persons  other  than  Shareholders,  legally  entitled  to  attend  the  meetings,  and  those  authorised  to  vote, 

should  lodge  the  supporting  documents  at  the  offices  of  the  Company  by  27  May  1999  at  the  latest  They  will 

receive  an  admission  ticket  on  as  the  case  may  be,  a   document  to  their  voting  right. 

For  further  details  please  contact  the  above-mentioned  bank  or  Robeqo  UK  Limited,  46  Berkeley  Square, 
London  WlX  6LA,  Tel:  0171-409  3507. 

RG  AMERICA  FUND  N.V. 

RG  EUROPE  FUND  N.V. 

RG  PACIFIC  FUND  N.V. 

RG  EMERGING  MARKETS  FUND  N.V. 

Rotterdam,  2S  April  WW 

Shareholders  are  invited  to  attend  the  ANNUAL  GENERAL 

MEETING  in  Brussels,  at  52  rue  de  ('Industrie,  on  MAY  17, 1999, 
at  3   pjn.  (Brussels  time),  with  this  agenda: 

1.  Report  of  the  Board  of  Directors  on  the  financial  year  1998. 
2.  Auditor's  report  on  the  financial  year  199S. 
3.  Annua)  accounts  fur  the  year  ending  31  st  December  1 998  and 

allocation  of  profits.  Board's  proposal  to  approve  these 
accounts  and  the  allocation  of  profits  included  therein. 

4.  Discharge  of  Directors.  Board*  proposal  to  grant  a   discharge 
to  the  Directors  for  the  performance  of  their  duties  in  1998. 

5.  Discharge  of  Auditors.  Board*  proposal  to  grant  a   discharge 
to  Ihe  Auditors  for  the  performance  of  their  duties  in  1998. 

6.  Statutory  appointments : 

a)  Board's  proposal  to  formally  elect  Mr  Jean -Paul  Vfettier, 
previously  coopted  as  Director. 

b)  Board*  proposal  to  elect  Baron  Albert  Frfcre,  Mr  Francois 
Comflis.  Messrs  Guy  Bizot  and  Robert  Castaigne,  Vi comte 
Davignon,  Messrs  Christophe  de  Margerie,  Thiery  de 
Rudder.  Georges  Dupasquier,  Gerald  Fr&re  and  Jean- 
Jacques  Guilbaud.  Baron  Paul  Janssen,  Messrs  Gillies 

Samyn,  Jean- Pierre  Seeuws  and  Daniel  Valot  as  Directors 
for  three  years  in  replacement  of  the  present  Board. 

c)  Board’s  proposal  to  elect  for  three  years  as  auditor  "Arthur Andersen"  represented  by  Mr  Guy  Wygaerts. 
7.  Remuneration  of  Auditor.  Proposal  to  fix  the  remuneration  of 

the  Auditor  in  accordance  with  the  amount  proposed  by  the  i 

Board  and  agreed  by  the  Auditor.  i 
8.  Any  other  business. 

The  meeting  room  will  be  accessible  from  2   pjn.  onwanfs  At 
2AS  pm.  a   film  about  the  proposed  merger  Total  fina  will  be 
shown.  The  bearer  shares  may  be  deposited  until  and  included 
May  11, 1999  at  BBL  □   GB  □   CGER-Banque  □   kBC  Banque  et 
Assurances  □   Banque  Artesia  □   Banque  Nationale  de  Paris  Q 
Credit  du  Nord  Q   Banque  bn  Luxembourg  □   Banque  Gfcn. 
Luxembourg  □   Commerzbank  □   Deutsche  Bank  □   Dresdner 
Bank  □   ABN-Amro  Bank  □   Credit  Suisse  □   Sod6t£  de  Banque 
Suisse  □   Union  de  Banques  Susses  □   Credito  Italiano  □   Barclays 
Bank  {Throgmorton  St.,  London)  □   Citibank  NA  (ADR 
Department)  USA 

The  annu#  report  is  there  also  available.  Tbe  Boerd  of  Directors 
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forecasts 
downturn 
in  Europe 

By  Tim  Bart  In  Stockholm 

Electrolux,  the  world's largest  household  appliances 
group,  yesterday  damped 

expectations  of  buoyant  con- 
sumer demand  in  western 

Europe  by  warning  of  fiat  or 
shrinking  markets  across 

the  region.  - 

The  company,  reporting  a 

29.5  per  cent  increase  in 

first-quarter  profits,  contra- 
dicted recent  npbeat  fore- 

casts from  US  rivals  Whirl- 
pool and  Maytag  by  claiming  . 

the  outlook  in  Europe  was  i 

unlikely  to  improve  this 

year. 
' 

Although  Electrolux  saw 

pre-tax  profits  rise  to SKrl.39bn  ($166m),  from 

SKrLOShn  in  the  first  three 
months  iff  the  year,  it  said, 

total  demand  for  household 

appliances  had  declined  by 

5   per  in.  Germany  and 
by  7-5  pier  cent  in  the  UK  - two  of  its  largest  markets. 

"We  thought  the  European 

and  North  American  mar- 

kets would  be  fiat  this  year," said  Michael  Treschow,  chief 

executive,  "Now  we  think 
Europe  will  be  worse  and 
North  America  a   little  better 

than  expected." 

Together  Europe  and 
North  America  account  for 

96  per  cent  of  Electrolux 
sales,  which  rose  modestly 
from  SKr28.5bn  to  SKr29.1bn 

in  the  first  quarter. 
Mr  Treschow  questioned 

the  market  optimism  of 

Whirlpool,  filecfrolux's  larg- est competitor,  adding: 
"They  are  not  taking  market 

share  from  us,  .and  we  see  a 

greater  risk  iff  a   downturn 
than  a   rise  in  [European] 

sales." 

Electrolux  was  also 
adversely  affected  by  a   sharp 

decline  in  deliveries  to  Rus- 
sia and  continued  weakness 

in  emerging  markets,  domi- 
nated by  Brazil. That  was  offset  by  strong 

growth  in  North  America- 
Overall,  operating  profits 

rose  20.3  per  cent  from 

SKrL38bn  to  SKri.66bn  even 

though  'prices  remained 

under  pressure  in  most  I 
markets. 

Mr  Treschow  reiterated 

that  the  group  was  on  track 

to  lift  Operating  margins  to 
€.5-7  per  cent  from  less 
than  4   per  cent  two  years 

ago.  when  Electrolux 
launched  a   SKr2.5bn 
restructuring  involving 

12,000  jobs  losses  and  25 

plant  closures. 
Earnings  per  share  rose 

from  SKrl.85  to  SKr2.90. 
Electrolux  B   shares  were 

unchanged  at  SKrlTO. 
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PORTUGAL        •   ‘■■yy.y 

BCP  posts  31.8%  advance  * 
Banco  ComerciaJ  Portugufis,  Portugal’s  bigges

t  listed  -   * 

banking  group,  lifted  net  consolidated  income  31.8
  per  l- cent  in  foe  first  quarter  to  Es12bn  (€60m.  $63. 6m),  up  from 

Es9.1bn  in  foe  same  period  last  year.  Earnings  per  share 

rose  only  4   per  cent  to  Es60.6  because  of  the  diluting  ̂  

effect  of  a   share  capital  increase  in  March  1990.  ■} 

Jorge  Jardim  GonqaJves,  chairman,  said  strong  demand 

for  financial  products,  particularly  mortgage  and  consunter 

loans,  helped  offset  a   drop  in  foreign  exchange  business 

resulting  from  Portugal's  participation  m   the  launch  of'tfft single  European  currency.  Total  lending,  rose  37.7  per  1qjjit  j» 

to  Es3,873bn.  Total  deposits  was  up  5.8  per  cent  to*  *   K 

Es6,21 1   bn  and  assets  increased  12.2  per  cent  to Es6,636bn.  Peter  Wise,  Lisbon 

ACCOUNTANCY         “7*.7r7~r- 

Warburg  team  joins  Andersei\ 
Arthur  Andersen,  the  international  accounting  team,'  has1 hired  a   six-strong  corporate  finance  team  from  Warburg 
□3  Ion  Read  in  a   move  which  will  make  it  number  three  © 

Switzerland's  lucrative  market  for  corporate  finance  and", 

advisory  work.  -•  ?• 
Ronald  Sauser,  who  led  the  sale  of  Tom  os  Becbflertcf 

Doughty  Hanson.  wID  head  the  new  Zurich-based  team  c 

which  joins  Arthur  Andersen  on  July  1.  Until  now  UBS>s(< Warburg  Dillon  Read  and  Credit  Suisse  First  Boston  havfe 
dominated  the  Swiss  corporate  finance  market  although^ 
they  have  been  facing  increasing  competition  from  foreign 
operators,  such  as  Goldman  Sachs  and  Morgan  Stanley.) 

Arthur  Andersen  last  year  recruited  65  new  executives 

from  companies  ranging  from  PwC  to  NatWest  Markets-1 and  Albert  E.  Sharp,  taking  its  European  corporate  finan&e 
team  to  over  400.  Wlffiarn  Hall,  Zurich  -j 

HUNGARY  , ̂  

Raba  to  pay  dividend  ;! 
Raba,  the  Hungarian  commercial  vehicle  axle  and  enging 
maker,  yesterday  posted  its  eighth  straight  year  of  profit! 
amid  an  ambitious  diversification  and  globalisation  drived 

Pre-tax  earnings  grew  31  per  cent  to  R3.8bn  ($16m)  in  ̂ 
1998,  from  Ft2.9bn  in  1997,  while  net  sales  rose  10.3  per 
cent  from  Ft49.4bn  to  Ft54.5bn.  4 

The  company  said  it  would  pay  its  first  dividend,  of  R80  < 

per  Ftl.OOO-denominated  share,  since  being  privatised  in  1 
1997.  But  it  expects  earnings  pressure  this  year,  as  it  2 

plans  to  invest  heavily  in  several  big  projects.  Raba  gener- 
ates more  than  70  per  cent  of  its  sales  from  Asia,  North 

America  and  western  Europe.  Ryan  James  Tutak,  Gy6r 

SWEDEN  ^ 

Saab  intensifies  sales  effort  1 

■   V 

Saab,  the  Swedish  aircraft  and  defence  group,  said  it  had 
intensified  its  efforts  to  develop  the  export  version  of  foe 
G ripen  fighter  aircraft  and  was  now  in  final  negotiations.; 
with  the  South  African  government  on  the  export  of  28  air- 

craft to  the  country.  . 
In  the  three  months  to  March  31  Saab,  which  is  35  pet 

cent  owned  by  British  Aerospace,  had  pre-tax  profits  of. 
SKri50m  ($17.9m),  compared  with  SKr245m  a   year  earlier, 
on  sales  up  from  SKrl  .8bn  to  SKr2bn.  The  company  said  v 
the  fall  in  profits  was  mainly  due  to  lower  capital  gains 
non-recurring  items  and  that  the  outlook  for  the  foll-yeac 
remained  good.  Nicholas  George,  Stockholm  r? 
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Schlumberger 

SCHLUMBERGER  - 1999  FIRST  QUARTER  RESULTS  I 
NEW  YORK,  New  York,  April  22,  1999  -   Schlumbeiger  Limited  reported  today  that  I999: first  quarter  operating  revenue  of  $231  billion  was  24%  below  first  quarter  1998  Before^ 
^   quarter  chatye  di«uSSed  below,  net  income  and  diluted  earnings  per  share  mi 5 1 79  million  and  $0.3^  53%  and  52%  lower,  respecti  vely.  than  the  same  period  last  year,  u 
Oilfield  Sendee,  revenue  decreased  26*.  while  Ihe  rig  count  fell  35*.  Revenue  fell  m   alh 
the  geographic  regions  and  across  all  Oilfield  Services  activities.  . lRMS’ rcvenue  d0™  -“r  <•”  » 

Tent  *   Transition,  eevenue  wM  13%  lower  than  in  the  Hist  quaner  of  IMS  Growth" 
conunued  acroaa  all  Smart  Canfa  &   Terminals  activities,  while  Auroraared  Tear  EomZaC (ATE)  enpenenccd  a   decline  in  revenue  of  49%.  reflecting  the  -eneral  cauti™  amon« “Pi°l  SPe'ldU'S-  compared  with 

onthe  tale  of  financial  iosnumcna.  The  Oilfield  Services  headcoETh^been  rettedtaT 7500  since  last  July.  An  additional  2500  reductions  are  scheduled  to  h*  ? 
end  of  June.  When  completed,  this  headcount  reduction  wUlrepresent^l%  or £]??  ̂   S/S 

1998  Oilfield  Services  headcount,  of  which  nearly  Z   ̂   2   *   f   ̂   June  305 

productivity  gains  resulting  from  the  new  GcoMarket  omanizS^e^gehP0,nlS  re,ate  t0 

to  result  in  pretax  annual  savings  of  S3Q0  million.  or&mLan  •   ̂    charge  is  expected? 
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Chairman  and  Chief  Executive  Officer  Euan  Baird  uer  ,   . 
in  oil  demand,  particularly  in  Asia,  coupled  with  the  decline  in  non-OPK^S,3 

reduced  E&P  spending  by  the  oil  companies,  are  setting  the  due 

oilfield  activity  next  year.  Schlumbe^  has  strength  rcc°VWy  ia>- downturn  by  its  continued  commitment  to  R&D  a^by^,e  J^S**0* Services  GcoMarket  organization,  which  is  both  diem  Jvtn  -I 
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■   "n§sH, 
May  date  for 
LVMH  ruling 

i   : 

-   iff 

By  Alice  Rawsttom  in  London 
and  David  Owen  in  Paris 

•LVMH  will  ha  ve  to  wa  it 
.   -until  the  end  of  May  to  hear 

the  verdict  of  the  Amster- 
dam court  of  appeal  in  the 

critical  legal  case  it  has 
.   brought  against  Gucci,  the Italian  fashion  company 
vwith  which  it  is  locked  in  an 
S8.7bn  bid  battle. 
The  Dutch  court  initially 

indicated  that  it  would 
..deliver  its  ruling  on  June  3 
but,  following  protests  from 
LVMH  and  Gucci,  it  said  yes- 

terday that  it  would  bring 
the  verdict  forward  bv  a 
week  to  May  27. 

■   LVMH  is  challenging  the 

legality  of  the  Gucci  board’s decision  to  issue  20m  new 
shares  (the  same  number 
that  LVMH  owns)  to  employ- 

ees and  to  sell  40m  new 

shares  to  Pinaul t-Prin temps- 
Redoute.  the  French  retail 
group,  for  $2.9bn. 
The  court  announced  that 

temporary  measures 
imposed  by  previous  interim 

-   rulings  -   freezing  the  voting 
rights  on  the  Gucci  employ- 

ees’ shares  and  PPR’s  right 
to  nominate  new  Gucci 
-.directors  -   should  stay  in 

.place. It  introduced  a   new 
stipulation  that  the  Gucci 

NEWS  DIGEST 

BANKING 

^   Christiania  profits  fall 
less  than  expected 
Christiania  Bank,  Norway's  second  largest  bank,  yesterday 
reported  a   lower  than  expected  fall  in  net  profit  in  the  first 
quarter,  and  presented  no  unwelcome  surprises  for  its 
15,000  new  shareholders.  The  company  sold  18  per  cent 

--  of  its  shoe  capital,  representing  90m  shares,  under  a   par- 
tial privatisation  this  quarter.  It  saw  net  profit  fall  from 

H   NKii>23m  a   year  earlier  to  NKr590m  ($75.6m)  on  a   rise  in 

'   “   t ;   interest  Income  from  NKr3bn  to  NKr3.72bn.  Operating 
profit,  after  a   NKr62m  write-back  of  a   loan  loss,  grew  from 

•:  -   NKr666m  to  NKr827m. 

"I  am  satisfied  with  the  results,  not  just  because  the  loan 
losses  are  lowered,  but  because  the  underlying  operations 

t   pave  improved  and  cost-income  ratio  is  at  our  target  level 

(of  less  than  60  per  cent),”  said  Tom  Ruud,  chief  execu- 
tive. Valeria  Skald,  Oslo 

I   '.Vl'j 

Uk:mhl0 

ForeningsSparbanken  lifted 
ForeningsSparbanken,  Sweden's  second  largest  bank, 
yesterday  reported  a   sharp  rise  in  profits  mainly  due  to 
gains  from  toe  sale  of  properties.  In  toe  three  months  to 
March  31  toe  bank  made  an  operating  profit  of  SKr2.46bn 

($293m)  compared  with  SKr1.63bn  a   year  aarfler.  The  first 
quarter  figure  included  a   capital  gain  from  the  sale  of 

.   property  of  SKr1.35bn  compared  with  SKi338m.  Loan  loss 
Vj  provisions  fell  39  per  cent  to  SKr258m.  Refnhoid  Geljer, 

:■  chief  executive,  said  the  bank  was  now  on  the  final  stage 
v   of  toe  merger  process  begun  when  F&neningsbanken  aid 

i   Sparbanken  decided  to  merge m   1997. 
.Nicholas  George,  Stockholm 

FRANCE    

Fortis  stays  out  of  bank  battle 
Fortis,  the  Dutch-Bekjian  financial  group,  said  yesterday  it 
was  not  interested  in  taking  small  stakes  in  French  banks 

-and  ruled  out  bidding  for  part  of  state  bank  Crddit  Lyon- 
nais. Unconfirmed  press  reports  this  week  said  that  bid 

target  Soddte  Generate  had  asked  Fortis  to  take  a   10  per 
i   cent  stake  in  the  French  bank  but  had  been  spumed. 
Maurice  Lip  pens,  Fortis  president,  said  toe  investment 

banks  advising  SG,  BNP  and  Paribas,  involved  In  a   three- 
way  takeover  battle,  were  looking  for  allies. 

.   "Whether  rfs  SocGen,  BNP  or  Paribas,  or  others  Wee 
tCCF,  these  kind  of  people,  their  investment  bankers  are 

C   ,1  -idling  them  to  go  to  Fortis  because  we  are  considered  to 

be  a   partner  who  wiH  not  want  to  take  control,"  Lippens said.  Investment  bankers  were  exploring  every  avenue  to 

line  up  allies  to  help  block  BNP's  attempt  to  take  over 
SocGen  and  Paribas,  he  added.  SG  and  Paribas  unveiled 

ft  friendly  merger  in  February.  BNP  launched  an  unsolicited 
k   double  offer  for  toe  two  a   month  later,  aiming  to  create  a 

I   French  banking  giant  Reuters,  Paris 

F-' 

?   CZECH  REPUBLIC 

>   CME  sues  Zelezny  for  $23m 
J   Centra!  European  Media  Enterprises  (CME),  the  Nasdaq- 

quoted  television  group,  yesterday  filed  an  arbitration  suit 

against  Vladimir  Zelezny,  the  licence  holder  of  its  Czech 

i   operation  TV  Nova,  after  sacking  him  last  week  as  head  
of 

toe  station’s  operating  company.  CME  claims  return  of  the 

r   $23m  it  paid  Mr  Zelezny  for  his  5.8  per  cent  stake  in 

CNTS,  the  operating  company,  plus  damages  on  t
oe 

ar0unds  that  he  violated  the  1997  contract  by  not  respect- 

>   jng  existing  business  relationships  and  preparing  to
  set 

i   ’   himself  up  in  competition. 
i‘  CME  sacked  Mr  Zelezny  for  allegedly  stripping  toe  rights 

V   j0  buy  and  sell  programmes  from  CNTS,  In  which  I
t  holds 

■*\  a   gg  per  cent  stake.  It  has  also  accused  him  of  transfer- 

l   ring  296  trademarks  from  CNTS  to  his  licence  company.
 

i   Mr  Zelezny  yesterday  dismissed  CMPs  charges  and  
said 

v   he  will  sue  for  libel.  He  sakl  he  was  sacked  for  refusing  to 

*■'  agree  to  a   merger  between  CNTS  and  hfc  Hcence  com- 

U   pany  that  would  have  given  CME  control  of  toe 
 licence  of 

i.>  its  most  profitable  venture, 
r   Robert  Anderson,  Prague 

*1 

’   CHEMICALS 
        ' 

;   Rhodia  shows  resilience 
Rhodia,  toe  French  specialty  chemicals  company,  yester- 

day  reported  flat  first  quarter  profits  of  €44m  ($46.6m)  m   a 

*   result  jt  said  demonstrated  its  resilience  in  difficult  eco- 

*   nomic  conditions.  Operating  profit  feH  by  nearly  a   third 

"s»  from  €l27m  to  €86m,  but  this  was  offset  by  a   tower  provi- 
*   ston  for  income  taxes  and  a   one-off  gain  of  €Sm.  versus  a 

*   loss  of  eilm  in  1998. The  figures  were  achieved  on  sales 

"   down  13  per  cent  from  €1.49bn  to  €1.3bn.  Earnings  per 

-share  were  flat  at  €0.25.  The  company  said  it  was  main- 

taining its  objective  of  an  improvement  of  about  75  per 

cent  in  annual  profits.  The  Stares  fen  3.69  per  cent  to 

£16,70.  David  Owen,  Paris 

COMPANIES  &   FINANCE:  INTERNATIONAL 

All  at  sea,  but  now  Keppel  plots  a   course 
Restructure  witl  see  Singaporean  group 

abandon  confusing  system  of  investments board  should  not  spend  any 
or  the  $2_9bn  received  from 
PPR  or  proceed  with  a 
side-deal  to  buy  Sanofi 
Beaute.  a   French  company 
including  the  Yves  Saint 
Laurent  fashion  house,  from 

Francois  Pinaul  t,  PPR's controlling  shareholder. 
The  final  verdict  on  May 

27  will  dictate  the  next  direc- 
tion of  LVMH*s  conflict  with Gucci  and  PPR. 

If  the  court  rejects 

LVMH’s  claims,  Gucci  and 
PPR  will  proceed  with  the 
Sanofi  Beautfe  deal  as  the 
first  step  towards  creating  a 

luxury  goods  conglomerate 
to  compete  directly  against LVMH. 

But  if  LVMH  wins.  PPR 

would  either  have  to  retreat 
from  Gucci  or  mount  a 

counter-bid  to  top  LVMH’s 
proposed  $8.7bn  offer  or $85-a-share. 

Yesterday’s  developments 
came  as  Pinault-Printemps- 

Redoufe  released  first-quar- 
ter sales  figures  showing  a 

near-15-per-cent  advance 
over  the  period  from  €3.7bn 
to  €42 5bn. 
Shares  of  both  PPR  and 

LVMH  rose  markedly  on  a 

buoyant  Paris  market.  PPR 
closed  ahead  324  per  cent  at 
€152.7:  LVMH  gained  3.46  per 
cent  to  €253j>. 

By  &iefla  McNulty  In  Singapore 

Ask  a   Singaporean  what 
Keppel  does  and  you  could 
get  BOO  answers.  This  has 
long  been  the  main  problem 
facing  the  Singaporean 

conglomerate. 
Over  the  past  31  years,  it 

evolved  from  a   shipyard 
company  into  a   sprawling 
holding  group  with  10  pub- 

licly listed  entities  and  a 

wide  range  of  business  inter- 
ests. Somewhere  along  the 

way,  it  forgot  about  share- 
holder value  and  got  mired 

in  a   confusing  system  of 

cross-holding  prime  invest- 

ments, giving  different  divi- sions a   share  of  profits.  Its 
share  price  plunged,  and  its 
status  as  a   blue-chip 
diminished. 

“Keppel  became  harder 
and  harder  to  understand 
because  of  its  cross-holdings 

and  huge  number  of  busi- 

ness interests,"  says  Eliza- 
beth Cheng,  analyst  at  ABN 

Amro  Hoare  Govett  Securi- ties. And  the  group  made 
things  even  more  difficult, 
analysts  say.  by  not  formally 
briefing  them  on  results. 

However,  the  company  has 

started  to  address  its  prob- 

lem, and  is  setting  an  exam- 
ple in  east  Asia  by  seizing 

the  regional  financial  crisis 

as  an  opportunity  to  restruc- ture and  clean  up  its  balance 
sheet  Keppel  announced  at 
the  end  of  last  year  that  it 
would  divest  merge  or  dose 

50  non-core  or  under-per- 
forming companies  and  cut 

600  of  its  9.000  Jobs.  Severe 
cost-cutting  will  save  about 
SSIOOm  (US$59)  per  year,  or 
about  12  per  cent  of  group 
overhead. 

It  Is  removing  cross-hold- 
ings to  make  the  source  of 

profits  more  transparent  It 
has  set  a   three-  to  five-year 
time  frame  to  achieve  return 

on  equity  of  12  per  cent  for 
its  core  businesses,  apart 

from  property.  And  it  will 
consider  share  buybacks  to 
improve  returns  and 
increase  shareholder  value. 

“After  the  last  recession  in 
the  mid-80s.  our  profits 
improved  steadily,  and  in 
the  beady  days  of  expansion, 
we  were  not  as  stringent  as 
we  should  have  been  in  our 

investment  appraisals."  said chairman  Sim  Kee  Boon. 
“We  lost  our  focus  some- 

what. spawning  many  new 

companies.” 

The  group  pledged  to  get 

out  of  regional  liner  ship- 

ping, leisure  and  aviation 
businesses  in  the  US,  non- 

performing  overseas  ship- 
yards, trading  and  general 

rown 

’vesting 

uropean 

the  rat- 

igs  pros- 

number 
iarly  as 

\’eFtefaer 

KsppeTs  home  port  in  Singapore:  The  group  started  as  a   shipyard  company  but  over  the  years  seemed  to  lose  its  way 

contracting,  third  party 

hotel  management,  and 
health  care  services.  Keppel 

is  to  focus  on  five  core  areas 
-   marine;  offshore  rigs, 

energy  and  engineering; 

banking  and  financial  ser- 
vices; property  investment, 

development  and  manage- 

ment; and  telecommunica- tions and  transportation. 
“When  it  finiahas  unwind- 

ing all  its  cross-holding 
structure,  Keppel  Corp  will 

emerge  a   much  leaner 
group,"  says  Foo  Jou  Min, 
analyst  at  SG  Securities. “There  will  be  five  main 

listed  subsidiaries.  They  will 
be  larger  companies,  many 

with  market  caps  of  above 
S$lbn.  which  can  better 

compete  in  the  region." 
Keppel  is  about  30  per  cent 

government -owned,  and 
therefore  has  been  under 
pressure  to  restructure,  to 

strengthen  Singapore’s  com- petitiveness. But  analysts 

note  management  has  dem- onstrated its  own  resolve  by 

moving  quickly  to  begin 
unwinding  cross-holdings 
and  streamlining  businesses. 

The  group  expects  to  be profitable  this  year,  after 

reporting  a   net  loss  of 
S$144£m  for  the  year  ended 

December  31,  which  com- pared with  a   net  profit  of 

SSI 71.1m  in  the  year-earlier 
period.  Its  performance  was 
undermined  by  the  regional 

crisis,  which  forced  its  bank- 

ing and  property  divisions  to take  hefty  provisions. 

But  Keppel  does  not 

expect  to  have  to  make  fur- ther such  provisions.  Keppel 

Tat  Lee  Bank,  Singapore’s smallest  hanking  group,  is 

seeking  a   foreign  investor  to 
increase  capital  and  exper- tise. And  the  group  expects 

the  provisions  made,  cost reductions  and  projected 

lower  interest  rates  to enable  its  property 

operations  to  ride  out  the 
downturn  in  the  market. 

Analysts  do  not  doubt 
Keppel's  ability  to  achieve 
its  targets.  But  they  stress 

the  need  to  look  ahead.  Sev- eral would  like  to  see  even 

fewer  Keppel  companies. 
And  once  the  management 

cleans  up  Keppel,  some  ana- 
lysts say.  it  would  do  well  to 

make  way  for  a   new',  inves- tor-focused team  to  steer  the 

group  into  the  next  century. 
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FEDERAL-MOGUL 
PROVIDES 
THE  ENGINE  PARTS 

WE  PROVIDE 
THE  GAS. 

$125,000,000 

!   i 

Senior  Notes 

April  1997 

$683,000,000 

Common  Stock 

June  1998 

$1,000,000,000 

Global  Bonds 

{one  1998 

$800,000,000 

Common  Stock 

December  1998 

When  Bear  Steams  first  called  on  Federal-Mogul, 

the  leading  engine  components  manufacturer 

had  an  aggressive  goal. 

To  help  them  realize  that  goal,  we  pulled 

together  resources  from  Global  Capital  Markets, 

Corporate  Finance;  Research  and  Sales.  Together, 

we  helped  take  Federal-Mogul  from  a   bond  offering 

to  an  equity  offering  to  the  first  non-investment 

grade  US  corporate  Global  debt  transaction 

and,  finally,  to  an  $800  million  secondary 

equity  offering. 
This  combination  of  an  unmatched  sales  force, 

distribution  and  outstanding  research  helped  us 

to  execute  these  deals. 

That's  what  some  would  call  going  the  extra  mile 

But  it's  the  kind  of  client  service,  innovation  and 

performance  we  provide  regularly  at  Bear  Stearns; 

75  Years  of  Client  Service,  Innovation  St  Performance. 
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NOTICE  OF  A   SPECIAL  MEETING 

Of  the  holders  of  the  outstanding 

IXS.$100,000,000  Fixed  Rate  Bxte
ndiMe  Loan  Sub^PaiiicipaCion 

Certificates  due  1999 

(the  “Certificates")  and  Loan  Sub-Partfcqjations  (the  “Su
b- 

participations" and  together  with  the  Certificates  die  “Investments") issued  on  a   limited  recourse  basis  by  the  Bank 

for  the  puxpose  of  funding  a   ¥13,375,000,000  loan  (the  “
Loan")  to 

Yamal  Nenets  Autonomous  Okrug  (the  “Borrower”) 

“Ha°I™Mry    —   tu«m  fbr  Ac  Investors  and  ooradnjnng  die  Catificaiei. 

n^^WroonH  Informaiioti 

StZT.oL  d*  fh*>  ̂Bocr^to  the  Coomapxny  The  right*  of  War.  c
o  **  M   xafll  n^S^Botr^of 

Jw^op^uKTOWisKkrdie
l^tfcdefaxr^ 

tb«TmKlXBi),  anymore  panicuWyd
exriicdnrficTrBit  Deed. 

On  4   M*mrv  1S99  d*  Borrower  reraw*!  thu  die  asm  of  the  Loan  be  crawle
d. The  Hum*  noc&d  Lwmura  of such  request  on  2   March  1999.  The 

the  Brakthati  n&t  not  be  iaapcairioato  ^^ampdadfoiaaom  due  on  the  bra  t»B  April  im  and  Aim* 

'   s   amount  of  fames*  doe  on  such  date. 

*   ,   _   beki  on  16  Arril  1999  the  Investors  approved  ns  an  Exrtaordfaxry  Resolution  a   rcsoKeioo  to  exten
d  the  Seven  Business  Day  pcruxl  referred  to 

in  Se^Ul  fo  of  the  Loan  Apwswst  las  defined  m   the  Tnw  Deed}  «o  dsz  such  po
nd  wa  expire  00  the  eatfiof  of  &   21  MeylW  and  ft  the  day 

ft-tomur  thf  «*—  on  which  Investors  have  been  given  an  opportunity  by  -wzj  of  meetin
g  tt  consider  and  if  chough*  St  do  approve  an  Extraordinary 

R^oKioon  «■  Extraordinary  Resofarionj  in  irfatinn  to  further  pn^joaed  amendments
  a   the  anna  of.  inter  ilia,  die  Loan  and  dir  lnvracmer**. 

Purpose  of  the  Meeting 
The  Bjak  and  the  BorTtmrr  ir-  '-^TT.'^e  m   dgcuaa  Ae  ceraa  e^potrori^  wjtdnirjug  to  the  ohfegmop*  of  the  Bomwer  under  

chc  Lean,  and  therefore  of 

die  raha  of  Inveamn  under  tfetr  hvertrtffla.  He  pu»pw*  of  the  M«twg  V   PJ  ewaider  sad  if  dtougbe  fit  to  approve  die  tenna  
of  any  anch  prepoeed 

n^.lring  riiggAmn  in  the  terma  of  die  Inwaap"^ 

raped  of  Referral  Rigkc*. 

The  tfitCT  >K- r^T'— 1   ^   ^   pam»  of  dtelnvesapgnta.  which  g   will  be  the  bkameaa  of  the  Meeting  to  eoaaidef  and  if 

thought  fit  approve.  mzyinciacJe: 

<0 W 

(2D 

(w) 

W 

W) 

(wn) 
w 

w 

a   poeqxaiEment  ot‘  dw  date  of  mireriiy  rf*e  Loan  *nd  the  lavraanenB  m   whole  or^ in  pm  aod/«  die  adoption  ofu  eawn
swsioo  «ch«We  in  napea 

thereof, 

a   potential  inereaie  or  reduction  mebe  amount  pejaWe  «^>on  marurity  of  die  Loan  and  the
  Investments; 

a«riiig  the  for  payroent*  c£  interest  in  raped  of  the  Loan  md  che  Iovestmenaj 

,   '*jI  inawra  or  refuccoiii  in  or  waiver  of  the  amounn  of  mints  payable  in  respect  of  the  Loan  2nd  the  Investments  anti  changes  co  the  snettodi 

of  determining  auch  amount!: 

a   potential  chug:  or  dat^gea  m   the  cuzrencr  in  which  peymetu*  nnder  die  Loan  end  die  Investments  ®*  deooitiiaaBed  and
  to  be  enidej 

»mu  on  which  cotoenl  may  be  provided  by  the  Borrower  in  respect  of  ins  ohdigjDoni  tinder  rhe  Loan  (although  there  i»  oo  cenaiaty  that  any  icdr 

oollueialenBbepiQmded); 

P^««4jp  rtang**  en  the  coveaaim  prowMed  fix1  in  tfac  Ixan; 

subject  to  any  appropriate  precedent,  dte  waiver  of  any  events  of  default  or  other  breaches  of  ray  of  the  Berms  of  (he  Loan  or  she 

Investments; 

any  such  related  or  ancillary  rnner  as  the  Meeting  may  approve. 

However;  in  (he  erent  that  the  terms  of  the  Ertnwrdmary  ResotarionM  deaimg  with  the  rayadments  outlined  in  (j)  to  find  ioefasive  above,  and  the  sathfaoaon 

of  the  claims  of  the  Bank  rad  the  Counnapaity  m   respect  ofEeserved  Rights,  are  not  notified  to  Investor*  on  or  before  6   May  199ft  or  if  tfaeapprovaJofthe 

triptir  rV  Riti^rinrni^B/^ai^hfimgtrithi^Mfrtm^  TOllh<»  cnnntkr 

a   further  ertensam  of  (hue  to  permit  negotarioas  to  continue,  or  if  she  Extnotdmary  Resolution  is  not  pot  to  the  Meeting  or  is  nor  approved  by  the  Meeting, 

to  consider  authorising  the  Bank  fin  respect  of  the  Reserved  Rjjgha  ooW  »nd  tfae^ Thwee  (subject  so  the  Gems  of  the That  Deed)  to  take  weh  actions  or  steps M   dxy  may  &   that  abaahne  dwaeckm  coassler  ntmniy  or  dcstrabk  to  eofisce  the  pcoeirioos  of  the  Loan  Agreement. 
Acnxdmgly.  the  Meeting  may  be  asked  to  consider  and,  if  thought  fit  to  approve  as  an  Extraordinary  Resolution,  the  fbHowtog  resohtckm: 

EXTRAORDINARY  RESOLUTION 

THAT  thw  Meeting  of  ohe  boUem  of  the  ootstandmgU^SIOOjtXXMXU  Heed  Rase  Extendible  Lout  Sub-ftutidpuion  Cotificates  due  1999  and  boUersof 

Loan  SufvRunapations  {together  the  “Investors'’  and  the  Investments"  rtspeerivefy)  ofLehmra  Brothers  BanUians  AG  (fix  "BaniTconstitmiedbycheTrost 

Deed  (the  Trust  DeetH  made  cm  8   April  1906  between  the  Bonk  and  Bankers  *Duttee  Company  Limited  (the  TnraeeT  as  misme  for  the  Investors  hereby 
resolves  by  way  of  Extraordinary  Resolution  fa)  to  approve,  in  respect  of  gmoana  dot  on  8   April  1999.  the  farther  mansion  of  tfac  scran  Basmcsa  Days 

period  referred  to  mSectam  IU  (a)  of  the  Loan  Agmaaenc  ^s  defined  m   dm  That  Deed)  so  that  such  period  will  expire  on  the  eadier  of  June  1999  and 

(n)  die  day  fotkiwing  die  date  on  which  Investors  have  been  given  an  opportunity  by  way  of  meeting  to  consider  and  iftfaoogfai  fit  to  approve  anEmaonBniy 

Resohaioc  or  Emaordinary  Resohaions  in  wfatioti  to  fqnfagprot»«edainendinfnTa  to  the  terms  pointer  alia,  the  Loan  and  the  InwjLueuia.  inch  meeting  to 

be  Indd  no  bate  than  23  Jtme  1999,  and  to  approve,  undid*  tfatt.  the  anthnrisatioooftheTnmtec  and  die  Bank  in  their  dacretiou  to  take  no  steps  to  enforce 

any  of  the  ohbgaciDtis  of  the  Borrower  (u  defined  in  the  Trust  Deed)  Go  make  payment  of  interest,  principal  or  any  other  aaountfo)  due  under  the  Loan 

Ayeemenn  rad  (b)  to  atthcrisc  tfac  Trustee  and  the  Bank  to  aerate  soda  sapplrmrnral  or  ether  AacunictOT  and  take  inch  other  seeps  m   are  in  their  opinion 

necessary  or  desaahle  to  put  inBoeflect  the  resolutions  approved  by  das  Meaing  or  otherwise  aa  connection  herewith." 
pTtn^rtltnary  R«^viliiwn«i  is  pur  m   rfir  K.»r~  <«<apprrM^  hy  dieMt^smga.  an  ETrrnonrtmjry  Re«nliitwlnr  itnmimmfat«ji 

Betranntinsey  Ri^snhirinn  iihrmld  mu  he  pm  ra  the  Meeting  the  Meering  mill  he  astwl  m   mnsider  and,  tf  rhmight  fit  m   appYww  mn  nnfamry  rhy 

foDcwing  resolution: 

ORDINARY  RESOLUTION 

"THAT  this  Meeting  of  the  holders  of  the  outstanding  UiLllOOflOQjXX)  Reed  Rate  ExoeaAibk  Loan  Sub-Ifritiriparion  Cextificatea  due  1999  and  holders  of 

Loan  Stib-fcrcapaDcxtt  (together  the  ‘Investors’  and  the  Toveatmema*  respectively]  rf  l<4imn  HtwtImyv  ftmHms  ‘Rank’]  consdnitedhy  the  Trust 

Deed  {die  "Trust  DeecD  male  on  B   April  1998  between  the  Bank  and  Bankets  Trustee  Company  Lmrired  (the  Thutee^  as  tnisee  for  the  Investor*  hereby 
resolves  by  way  of  Extraordinary  ResotuBai  (a}  to  authorise  and  instruct  (subject  to  die  terms  of  die  Trust  Deed)  die  TVustee  and  (in  respect  of  Reserved 

Rigfau  only)  the  Bank  to  cake  each  actions  aal  steps  aa  they  may  m   chdr  absolute  discretion  deem  necessary  or  deritable  to  enforce  the  provinu  of^ die  Loin 
Agreement  and  the  cbti^zkms  of  the  Borrower  thereunder;  and  (b)  to  authotme  the  Trustee  and  die  Bank  to  execute  such  supplemental  or  other  documents 

and  lake  such  other  steps  as  are  in  their  opinion  necessary  ordeaaabfc  to  pot  two  effect  the  resolutions  approved  by  this  Meeting  or  otherwae  in  connection 

here  with." FURTHER  INFORMATION 

In  acconknce  with  normal  practice,  the  Trustee,  winch  has  not  been  invoked  in  the  farnmbrion  of  the  busiiKse  do  be  considered  at  the  Meeting  expresses  no 

opinion  on  the  mrrirs  thereof  It  las,  however  authorised  it  to  be  sated  that,  on  the  basis  of  the  information  set  out  herein,  it  has  no  to  die 

Extraordinary  Resolutions  set  out  above  being  preaenred  to  the  Investors  for  thareonridetaripa 

1TeTn«iattu»»Miiid»lwBiwBitdtitow»ptfa»wdadiiawBikaysgiffMbiisMakc»MfarilyikMiiai^ikfiiBiaiil»MiylinriBtiiiiitfldilic 
tax  canaequenca  thereof. 

TfaiUuntKmcf  ImrcitmupMjcuiiiTiy  dmum  to  die  ̂ uoTun7rqum!d  for  die  Motii^wliKii  ii  irt  out  n parogn^rfi'f  under  dtrloadD^  'General  Protnawro"  under  "Vbong 

<tnd  ̂ uonon"  Moui 

If  passed,  an  Erttaonteiary  Rrsohltipn  mffl  hf  binding  upon  all  thf  Imunram,  whgf  W   nr  nor  pryuynt-  a   r   iArrm^  >wf!  nr  nr*  pnrfng 

Fbnns  of  proxy  are  available  for  collection  and  capos  af  the  Trust  Deed  (including  the  Terms  and  Conditions  governing  the  Certificates),  the  Offering 

Memorandum  dated  8   April,  1998  m   rcapoa  of  dq  issue  of  the  Invrsnncnts  and  certain  financial  infotmarion  relating  to  the  Domiwec  are  avaibbJc  for 

inspection  by  Invessore  at  the  specified  offices  of  tfaeTrastee  set  out  bdow 

Investor!  should  contact  the  following  for  further  information  on  voting  at  the  Meeting;  Bankets  Trustee  Company  linked  (amu  Mark  Jones,  Director: 
Fax:  44  171 933  1149) 

VOTING  AND  QUORUM 

Certificates  in  Globed  form: 

IMPORTANT:  TTie  Ctrofiotes  arc  currendy  in  the  form  of  two  Global  Certificates  (as  defined  in  che^ Trust  Deed).  One  Global  Certificate  is  registered  m   die 

name  Cede  BP  Co*  as  nominee  of  The  Depositary  Tnist  Company  rDTCT}.^ The  ocher  Global  Certificate  is  registered  m   the  name  of  BT  Qobncc  Nominees 
Limited  as  nominee  of  Morgan  Guaranty  Trust  Company  of  New  Yock,  Brussels  Office,  as  opemer  of  the  Eurodear  system  {“Earodear~)  and  Cedelbank- 

Eadipereon  (a  "beneficial  owner"]  who  is  Ae  owner  of  a   particular  nominal  amount  of  the  Cetrificata,  as  shown  in  the  records  ofETTC  arDTCs  paniapams 

CDTC  Rcrtidpants')  or  Eurodrat,  Ceddbank  or  their  respective  account  boidei))  f‘AccounclxiUeis'7,  shoald  note  that  such  pencon  will  NOT  be  an  Investor 
for  the  purposes  of  tins  notice  and  will  only  be  entided  to  attend  and  vote  at  the  Meoang  in  accordance  with  the  procedures  see  out  beta*  except  doe  DTC 

Aradpuus  who  have  been  appointed  proxies  by  DTC  may  attend  and  vote  at  the  Meeting.  Accordingly,  beneficial  owners  should  convey  their  voting 

instructions,  directly  or  through  the  DTC  Bmictpam  or  AccounthnHcr  through  whom  they  hold  their  Merest  in  the  Ccttificainc.  to  PTC.  Eurockar  or 

Odefeankin  scgxdance  vnih  Ae  prae«Aire«  irfEtKl  Bnme Unr  nr  C»-d»*inT<kaT>d  «»eSi  IW.  PaTt^ipTm,  ry  AcCQUnlholllCfS  OT  i»T?"gr  by  thf  mfaPff 
to  be  appointed  a   proxy  cc  sub-proxy. 

L   Certificates  held  through  DTC 

11  If  DTC  appoints  the  DTC  fhmapanta  a*  ns  prana  under  an  omnibus  proxy  in  accordance  with  ir»  moal  procedures,  the  DTC  Paronpants  will  be 

entitled  to  atteod  and  v«*  at  the  Meeting  provided  chat  the  procedures  referred  to  under  Gettoal  Provision  (2)  below  are  complied  with. 

!■ 2   Those  beneficial  owms  who  ate  not  PTC  RmacipantB  and  who  wish  to  attend  and  vote  at  the  Meeting  should  contact  the  relevattt  DTC  Rtnoprat 

to  make  arrangements  to  be  appointed  u   a   proxy  in  respect  of  the  Cmificaces  in  which  they  have  an  interest  for  the  purposes  of  attending  and  voting 
at  the  Meeting. 

U   Those  beneficial  owners  who  hold  I bat  interests  in  Ccirifirarrs  through  a   PIG  Rmiaprac  and  who  wish  to  vote  at  tag  do  not  wish  to  attend  the 

Meeting  should  ccoact  the  relevant  XXTO  Partjopant  to  anaoge  for  another  person  neermmed  by  duan  to  be  appointed  ax  a   prory  m   respect  of  the 

Certificates  in  which  they  have  an  interest  to  attend  to  vote  at  the  Meeting  an  their  behalf  or  co  i"alw  arrangements  for  die  votes  refanng  to  the 

Cemfkaxsin  which  they  have  an  interest  robe  cast  on  their  behalfby  the  DTC  hnictpanc  acting  as  proxy. 

2.  Certificates  held  through  Eurodear  and  Gedeibank 

U   Those  beneficial  owners  who  hold  their  mcerestsinCertificaiss  through  Eurodear  or  Ceddbank  (each  a   Clearing  System]  and  who  wash  to  attend  and 

vote  at  the  Meeiing  should  contact  the  relevant  Clearing  System  to  make  arrangemena  to  be  appointed  as  a   proxy  in  respect  of  the  Cerofieara  m   whst 

they  have  ra  interest  for  die  purposes  of  attending  and  voting  at  the  Meeting.  Beneficial  owners  must  have  made  arrangement*  to voce  with  the  relevant 

Clearing  System  by  not  later  chan  48  hours  before  the  rime  fixed  fix  the  Meeting  and  any  voting  instruction*  given  may  not  be  revoked  during  tl* 

period  starting  48  hour*  before  the  Meeting  and  ending  at  the  close  of  the  Meeting. 

22  Those  bencfical  owners  who  hold  that  mteresa  in  Certificates  through  a   fJwwng  System  and  grfm  omh  m   vrrr  yf  hue  tin  fn  gerrnfi  thf 

Meeting  should  contact  the  relevant  Clearing  System  to  arrange  for  another  person  mnumaied  by  them  to  be  appointed  as  a   proxy  in  respect  of  the 

Certificate*  in  which  they  have  an  interest  to  amend  to  voce  at  the  Meeting  on  their  behalf  or  to  make  arrangements  for  the  votes  relating  to  the 

Certificates  tn  which  they  have  an  interest  to  be  cast  on  theor  behalf  by  such  other  person  acting  as  proxy.  Bouficial  owners  must  have  made 

arrangements  to  voce  with  the  relevant  Clearing  System  by  not  later  than  48  bbun  before  the  rime  fixed  for  and  amy 

given  may  nor  be  revoked  during  the  period  starting  48  hours  before  the  Meeting  and  ending  at  the  close  of  the  Meeting. 
General  Provisions 

(D 

P) 

P) 

(4) 

W 

m 

(8) 

(9) 

An  Investor  wishing  to  attend  and  vote  at  the  Meeting  in  person  mist  produce  at  such  Mcetmg  the  Cettffiaae(a)  or  Sub-fimaeyirioo  Agreement  or  a 

valid  proxy  or  valid  proxies,  m   respect  of  which  he  wishes  to  vote. 

An  Investor  may,  by  an  instrument  in  writing  m   the  Enghsh  language  (a  "form  af  proxy")  signed  by  chc  Investor  ax.  in  rhe  case  of  a   corporation,  executed 
under  in  coimnon  seal  <>r  s^ned  on  iu  behalfby  ra  attotxiey  or  a   duty  atnhorised  officer  of  the  corporatian  and  dehveted  to  the  specified  o&e  of  the 

Registrar  not  less  than  48  houre  before  die  time  fixed  for  the  Meeting,  appoint  the  person  (the  >raxy")  to  ace  on  his  or  its  behalf  in  connection  with  the 
Meeting  and  any  adjourned  such  Meeting 

Any  proxy  or  representative  to  appointed  above  shall  an  long  as  tocli  apponmnent  nmuwni  in  fid!  fivm,  ho  tWmwl  W   oil  pwrpfi».  w, 

the  Meeting  or  adjourned  Meeting,  to  be  the  Investor  In  respect  of  the  Investment  to  which  such  appointment  relate*  and  the  appoinrof  m   respect 

thereof  ehafl  be  deemed  for  such  puipose  not  to  be  the  bmsnx 

The  quotum  required  for  the  Meeting  is  one  or  more  persons  being  Investor  m   being  proxies  or  representarives  and  holding  or  representing  at*  fen 

than  two-thirds  nf  tfrf  principal  amount  of  the  faiigmeafr  for  flic 

If within  half  an  hour  after  the  tune  appomred  for  the  Meeting  l   quorum  fr  flat  present  the  Meeting  shall  stand  adjourned  (ualew  the  Issuer  and  Trustee 

agree  otherwise]  for  such  period,  being  not  haa  than  14  nor  more  than  -)2  days,  as  nay  be  appointed  by  the  chaiman  titter  a   or  after  the  Meeting.  At 

such  adjourned  Meeting,  the  oumom  shall  be  one  or  marepenooB  being  Investors  orbang  proxies  artqwMentMivwiand  IwddmgwniyTiwiffog.'nflM 
agpeplg  not  less  than  rw-hslf  m   prmripal  lmiM  of  i4ie  Invewanejmi  for  rhe  rrmeWgniiiu  jiiliii^ 

Ifluiatun  should  note  this  quorum  requiremgat  and  should  be  aware  that  if  the  Investors  either  present  cr  appropriately  represented  u   the  Mrrtipgare 

msuffiaeat  to  form  a   quorum,  none  of  the  Extraordinary  ReaofacioiiB  era  be  formally  considered  thereat.  In  das  event,  hweaan  s   wodd  not  have  a 

further  opporanucy  to  consxiertMEraaoiilinBryRraohinpnsin  the  ahteneerfaa  adjourned  Meeting  (which  wodd  not  be  convened  unless  there  wm 
a< 

Every  quertun  subnmted  to  the  Meeag  will  be  decided  m   the  first  w«»nne  by  *   sh/w  rfh»d*.  Ae  Ae  Mwjn^  ,>„w«  a   prJi  m   i»y  ̂  

chaaman  or  by  one  or  more  pergons  being  farresten  or  being  proria  or  representatives  and  holding  or  n-presenBng  m   the  nnr  lr«  rinn 

fifaeth  part  of  the  principal  amonntnfche  favestmentm  then  nonondin^  a   rWfartw™-.  Ky  riierfeCTrm^n  rlut  3   rgcrditriwt,  mrpfA  r».  Ly 

a   Fanaatlar  majority  or  lost  or  not  tamed  by  any  particular  majority  shall  be  coo  hjsive  evidence  of  (he  feet  without  proof  of the  number  or  proportion 

of  du  wees  recorded  in  favour  of  or  agziaat  sod)  resolution. 

At  the  Meeting  til  on  a   show  afhands  every  person  who  m   present  and  is  tnlnvestot  ora  proxy  ortiepresgataave  shall  have  one  vote  and  CO  on  a   poll 

every  persem  who  is  go  present  mpenon  shall  have  one  vote  m   respect  of  each  USJljDOOprincqnlamountoftheliivesBncaaiohddorowaedorin 

respecr  of^ which  he  is  aprtay  ora  representative.  Without  prejudice  to  the  oUjgrtaoat  af  proxies,  any  persons  entitled  to  men*  don  one  vote  need  tux 
use  all  hii  votes  or  cast  all  the  votes  to  which  he  ii  entitled  m   lie  same  way 

To  be  passed,  an  Extraordinary  Resahmnn  requares  the  alfinnanve  vow  of  Investor!  present  in  person  or  represented  by  proxy  or  repreaentatnw 

owning  in  the  aggrepte  not  less  than  two-thirds  m   principal  amount  of  die  Investments  owned  by  the  farwma  who  are  so  present  or  represented  at 

the  Meeting  If  passed,  an  Extraordinary  Resobboa  will  be  bmtfing  upon  all  the  Invenoia,  whether  or  not  present  at  the  Meeting  and  odwthcr  or  not 

voting 
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Diageo  selling  four  brands By  John  WAnaii, Cortsumeflndiistries  Editor 

Diageo  Is  putting  four 

leading  European  drink 
brands  up  for  sale,  as  part  of 

the  continuing  rationalisa- tion of  it$  spirits  portfolio  to 
focus  on  core  global  brands 
such  as  Smirnoff  vodka  and 
Johnnie  Walker  scotch 

whisky. 

The  food  and  drinks  group 

has  asked  Warburg  Dillon 

Reed,  the  investment  bank, 
to  contact  potential  buyers 
to  see  what  price  they  might 
offer  for  the  four,  which 

include  Cinzano,  the  number 
two  vermouth  globally. 

The  other  three  are  bran- 
dies which  are  the  market 

leaders  in  their  countries  of 

origin  hut  have  made  only 

limited  impact  elsewhere: Metaxa  of- Greece,  Asbach  of 

Germany  and  Veccfaia  Rom- 
agna of  Italy. 

Analysts  believe  the  four 
drinks,  which  together  sell 

more  than  6m  nine-litre 
cases  a   year,,  could  fetch 
more  than  £300m  ($483m). 
This  would  come  on  top  of 
more  Qum  £20Qm  raised  by 

Diageo  in  two  North  Ameri- can sales  of  Canadian  whis- 

kies, bourbons-  and-  some other  DS  spirfts. 
Diageo  has  recently  put 

Cruzcampo.  Spain's  largest 
brewer,  on.  the  market  and  is 

expected  to  bank  more  than 
£350m  from  the  sale.  This 

would  bring  to  almost  £2bn 
the  proceeds  of  disposals  in 

the  last  year  which 
 b^an 

with  the  sale  of  D
ewar  s scotch  and  Bombay 

Bacardi  for  £L15bn  in
  Marcn 

1998.  , 

Diageo  also  announ
ced 

'   yesterday  that  it  had  sold
 

four  ouzo  brands  t
o  Cam- 

pari, the  Italian  drinks  co
m- 

pany, for  an  undisclosed
 sum.  - 

The  four  drinks  put  up  tor 

sale  were  acquired  In  t
he 

late  1980s  or  early  1990s  by
 

Guinness  and  Grand  M
etro- 

politan, the  two  companies 

that  merged  in  1997  to  fo
rm 

Diageo.  They  bought  them  t
o 

boost  their  distribution  net- 

works in  particular  coun- tries -   and  have  been  so  suc- 
cessful that  the  national 

drinks  have  lost  market 

share  as  consumers  switch 

to  their  global  brands. 
Johnnie  Walker'  Red, 

Diageo's  leading. scotch,  now 

seUs  more  in  Greece  -than 
Metaxa  and  the  four  ouzo 

brands  combined .   - 

“These  national  brands 

have  given  Diageo  a   spring;: 

board  for  their  international 

brands  and  now  they  don’t 

need  them  any  more,”  said 
Michael  Bleakley,  drinks 

analyst  at  Credit  Suisse  JFlret 

Boston,  V-  T- 

potential  buyers  are  nfcdy 

to  be  middle-tier  drinks 
groups  that  still  need  better 

distribution  in  selected  Euro- 
pean markets-  These  include Pernod  Ricard,  the  French 

group  famous  for  its  aniseed 

drinks.  
■ 
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New  telephone 
customers  face 
shut  out  at 
By  Christopher  Brown-Manes, 
George  Graham  and 
James  Mackintosh 

Egg,  the  direct  hanking  arm of  the  Prudential,  yesterday 
moved  to  stem  its  losses  by 

closing  its  doors  to  new  tele- 
phone customers. The  new  bank,  which  has 

enjoyed  explosive  growth 
since  its  launch  six  months 

ago,  said  it  would  -   only accept  new  savings  over  the 
internet. 

Egg  said  it  had  met  a   five- year  target  of  winning  £5tm 
($S.05bn)  of  savings  and 
500,000  customers  in  just  six 
months.  But  it  repeated  a 
previous  estimate  of  this 
year’s  losses  at  £Z00m- . 
The  new  bank  said  it 

believed  it  could  stall  grow 

rapidly,  and  it  alms  to  win 2m  internet  customers  in  the 

next  five  years.  The  Pru’s shares  rose  30p  to  87Qp  yes- 
terday. 

Sir  Peter  Davis.  Prudential 

chief  executive,  said:  “Our 
figures  demonstrate  that  the 
e-commerce  revolution  in 

financial  services  is  aJrehdy 

underway." ' 

The  Egg  savings  account, 
which  pays  6   per  cent  gross 
interest,  regularly  features 
in  best  buy  tables.  The  rate 
is  0.75  percentage  points 
above  base  rates. 
Mike  Harris,  Egg  chief 

executive,  said  the  savings 
inflow  would  have  grown  to 
£X4bn  to  £15bn  by  the  end  of 

this  jear  without  action  to 

ciinits  off  demand. 

New  customers  will  not  be 
able  to  apply  by  phone, 

whether  they  have  internet 

access  or  not  “We  will  prob- 

ably get  a   bit  of  flak,”  he 

Mr  Harris  sought  to  malm a   virtue  out  of  the  increasing 

popularity  of  the  internet, 
saying  costs  could  be; as 
much  as  four  times  lower 
than  telephone  transactions 
and  ten  times  lower  than 

high  street  branches. 
Even  smaller  and  more 

traditional  competitors  have 

found  the  internet's  lower costs  allow  them  to  cat 

prices. ARM  to  take  over 
Acorn  by  way  of 

£270m  share-swap 
By  Richard  (frftu 

Investors  in  Acorn,  the 

microchip  designer  and 

supplier  of  digital  'television decoders,  look  set  to  swap 
their  shares  for  stakes  in 

ARM,  the  microprocessor 

designer,  through  a   transac- tion arranged  by  Morgan 
Stanley  Dean  Witter,  the 
investment  bank. 

The  swap  will  be  achieved 
through  a   £270m  ($435m) 

agreed  takeover  of  Acorn, 
one  of  the  pioneers  of  home 

computing  in  the  UK  in  the 
1970s,  by  MSDW  Investment 
Holdings,  a   special  purpose 

vehicle  set  up  by  the  invest- ment bank. 

This  will  allow  Acorn 

shareholders  to  take  posses- 
sion of  most  of  the  compa- 
ny's 24.4  per  cent  stake  in 

fast  growing  ARM. 
MSDW  is  offering  two 

shares  In  ARM  for  every  five 
shares  in  Acorn.  The  deal 
initially  valued  Acorn  shares 
at  279p,  a   premium  of  14  per 
cent  to  its  share  price  at  the 
close  on  Monday. 
Following  a   near  5   per 

cent  fall  in  ARM’s  shares 
yesterday,  the  deal  values 
Acorn's  shares  at  266p  each. 
They  closed  yesterday  9Y*p 

ahead  at  254’Ap. MSDW  is  planning  to 

sell  Acorn’s  operating  busi- 
nesses. Pace  MJcrotecb- 

nology  is  to  buy  Acorn's set-top  box  business  for  a 
net  asset  value  of  about 

£200,000. Acorn's  Media  DSP  arm, 
which  specialises  in  digital 

signal  processors  for  de- coding media  data,  will  be 

RESULTS 

sold  to  its  management. 
Stan  Boland,  an  Acorn 

director,  has  been  granted 
an  option  to  purchase  the 
business  for  its  net  asset 
value  of  £U5m. 
Details  of  the  takeover 

were  announced  along  with 

Acorn's  results  for  1998. 

The  group  reported  an  oper- ating loss  of  £9 .98m  (£3.69m) 
on  turnover  of  £ii.5m 

(£25.2m). 
It  made  a   pre-tax  profit  of 

£ll.lm  (£2.88m  loss),  but 
only  after  it  made  a   £18 Jm 
onenff  profit  on  the  sale  of 
some  of  Its  shares  in  ARM 

last  year. 
Advanced  Rise  Machines 

(ARM  Holdings)  was  set  up 

as  a   joint  venture  between Acorn  and  other  groups, 

including  Apple  Computers 
in  1990. 
ARM’s  shares  closed  down 

32Mp  at  6B5p.  Even  after  yes- 
terday's fall,  the  shares  have 

more  than  doubled  in  the 

past  year.  They  have  per- 
formed nearly  twice  as  well 

as  the  FTSE  All-Share  Index. 
MSDW  investment  Hold- 

ings has  received  the  sup- 
port of  Acorn  directors  and 

of  Providence  Investment 
Company,  which  has  a   3   per 

cent  stake. Following  the  disposals, 
Acorn  will  retain  about  3J5 

per  cent  of  ARM  plus  any 
residual  assets. 

Gordon  Owen,  chairman  of 
Acorn,  said:  T   am  delighted 
that  we  have  been  able  to 

generate  a   value-enhancing 
solution  which  enables 
Acorn  shareholders  to  par- 

ticipate directly  in  Arm's 

extraordinary  success." 

Kingfisher  to 

launch  free 

internet  service 
By  Caroline  Daniel 

Kingfisher,  the  mass  market 
retailer,  is  joining  the  ranks 

of  free  internet  service  pro- 
viders through  a   link-up 

with  the  family  holding  com- 

pany of  Bernard  Arnault, 
nhfllrman  of  the  LVMH  lux- 

ury goods  group. 
The  dftai  connects  names 

such  as  Christian  Dior  and 
MoSt  et  Chandon  with  the 

parent  company  of  more  pro- sale  businesses  such  as 
Wool  worths.  B&Q  and 

Comet  in  the  UK  and  Casto- 
rama  in  France. 

To  be  called  Libertysurf,  it 

will  be  introduced  in  France -   where  it  will  be  among  the 

first  such  services  -   but  is 
expected  to  be  extended 
across  continental  Europe. 
There  are,  however,  no  plans 
to  introduce  it  in  the  UK, 

which  already  has  a   substan- tial number  of  free  internet 

service  providers. 
Group  Arnault,  the Arnault  family  company, 

said:  "By  being  first  to  the 
French  market  with  a   free 

COMMENT 

ARM  Holdings 
One  thing  was  obvious  in  an 
otherwise  Byzantine  deal:  the  ARB  BofaSngs 

popularity  of  ARM  shares.  Saw  pice  teagwaifta  is 

The  chip  designer  is  now  F>5?  **»•»  Ms 
mnrfh  FI  Ohn  QYvn\  towciic  iM  .   “   “ • 

-   v—  --.js-a 

worth  £L2bn  ($i.9hn)  versus 

last  year's  flotation  value  of 
£265m.  The  deal  involves  a 

bank  buying  Acorn,  the  com- puter company,  and  paying 

for  it  in  Acorn's  principal 
asset:  its  24  per  cent  stake  in 

ARM.  The  point  is  to  transfer 
ARM  shares  to  Acorn  share- 

holders without  crystal  Haring a   whopping  tax  liability. 
Back  to  ARM.  It  designs  a 

microprocessor  blueprint  and 
licenses  it  to  big  integrated 

chip  manufacturers.  ARM’s 

-Apr;  -   1998 

Snow  MbatnmBKY 

ambition  is  to  provide  the  global  standard  for  high  volume 
digital  products,  such  as  mobile  phones.  But  it  needs  the  big guys’  distribution  and  marketing  clout. 

^RM  Ucensees  Prepared  to  give  up  some  value  to ARM?  Partly  because  chip  design  is  now  so  complicated  - from  50  transistors  on  a   chip  to  10m  in  30  years  -   that  it makes  sense  to  outsource.  And  ARM  is  hardly  being  too 
greedy:  rcyableB  are  1-5  per  cent  of  the  chip  price.  Demand for  ARM-based  chips  has  soared  -   roughly  50m  were  shipped 

SS  SLT81?  1?nJ?J1997'  “   ““Pares  with  Sbn- 

4hn  old-style  embedded"  microprocessors.  The  trig  chat lenge  for  ARM  is  to  manage  growth  and  keep  improving  its designs.  The  massive  research  and  development  spend,  at Mme  28  per  cent  of  sales,  should  reassure  on  that  count Signing  up  more  Ucensees  -   such  as  the  influential  Motorola 

m   "^^rpm  the  rapm  g™**  th,  rest  u   in  manage- 

Egg 

trying  to  have  its  cake  and  eat  it?  Presenting  a 

hot  tS0683  toJt?  Egg  savings  account  as  the  latest 

hot  internet  story  certainly  looks  rich.  As  for  beatine  tar- 

Skwm  ■‘itiSh  t0  attract  customers  if  you  are  paying ST  *   ̂   “terest  ^   -   e   per  cent  -   tlSS*w  S 

most  of  your  borrowers.  This  is.  of  coursTa  TwriT*T^r 

ones.  This  means  that  its  cS  wSCSJ”  p“m^based 
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service  it  isa  realistic  aim  to 

replicate  the  success  of  Dix- on’s Freeserve  across 

Europe." 

Since  Dixons,  the  electri- 
cal goods  retailer,  launched 

its  free  internet  service  last 
September  it  has  gained, 

more  than  1.3m  users  and 

analysts  have  forecast  a   far- ther 1.6m  by  the  end  of  the 

year. 

Kingfisher,  like  Dixon’s,  is 
aiming  to  exploit  its  brand 
name  in  electrical  retailing. 

It  has  19  per  cent  of- the 
French  electrical  goods  mar- ket through  its  163  Darty 

and  59  BUT  stores. -Dariy 

stores  win  serve  as  the  ini- 
tial outlets  for  GD-Roms  that 

connect  users  to  the  service. 
The  service  is  expected  to 

be  available  through  King- 
fisher’s other  French  stores 

such  as  the  Castorama  DIY 

chain  in  which  Kingfisher 
holds  a   55  per  cent  stake  and  : 
then  through  the  group’s  200 other  continental  European 

stores,  most  of  them  in  Ger- 
many, Belgium  and  the 

Netherlands. 
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Small-caps  prepare  to  seize  big  moment 
Dublin’s  smaller  stocks  could  be  ready  for  a   comeback  despite  fears  about  being  swamped  by  the  euro,  writes  John  Murray-Brown 

Ireland’s  lesser  known 
companies  are  starting 

to  challenge  the  notion 

that  the  small-cap  sector 

would  be  the  big  loser  once 

the  European  single  cur- 
rency was  introduced. 

After  underperforming  the 

main  Irish  stock  exchange 

index  in  1997  and  1998,  there 

are  tentative  signs  that  the 

companies  with  market  capi- 
talisation of  less  than  €lbn 

($1.06bn)  -   which  account 
for  all  but  10  of  the  Dublin 

listings  -   may  be  poised  for 
a   comeback. 

A   number  have  seen  sharp 

rises  in  their  share  price  in 

recent  weekB,  including 

Waterford  Wedgwood,  the 

luxury  goods  company,  and 

Ardagb,  the  glassmaher. 
Robbie  Kelleber,  head  of 

research  at  Davys  stockbro- 
kers, says  investors  are 

storting  to  look  more  at  the 

latent  value  in  the  small-cap 
sector  rather  than  worrying 

about  technical  arguments. 

Some  brokers  remain  scep- 
tical. “The  small-caps  are 

never  going  to  be  on  the 

same  ratings  as  the  large-cap 
stocks,  except  perhaps  in  the 

technology  sector.”  says 
Matt  Minch,  director  with 
Tilman  Asset  Management, 

which  acts  for  a   number  of 

high-worth  private  clients 

and  charities. 
"There  just  isn’t  the 

liquidity.  If  a   stock  is  out  of 

favour,  you  will  find  offers 
but  no  bid,  or  sometimes 

bids  but  no  offers.”  says  Mr Minch. 

Institutions  have  tradition- 
ally been  averse  to  illiquid 

small  companies,  prefering 

to  look  for  larger  companies 

with  global  product  fran- chises. Small-cap  stocks  are 

also  poorly  represented  in 
those  sectors  driven  by 

global  merger  activity  such 

as  banks,  pharmaceuticals 
anfl  telecoms. 

In  addition,  in  recent 

months,  all  Irish  companies 
have  seen  some  selling  as 

Irish  institutions  seek  to 

rebalance  their  portfolios  to 
reflect  the  feet  that,  as  part 

of  the  euro-zone,  they  no  lon- 
ger have  to  match  their  Irish 

domestic  liabilities  exclu- 
sively with  Irish  assets. 

With  fund  managers 

starting  to  pick  stocks  on  a 
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sectoral  pan-European  basis, 
the  investment  thresholds 

have  also  been  raised-  This 

has  made  it  particularly 
difficult  for  smaller  compa- 

nies to  attract  an  overseas following. 

"In  pan-European  indices, 

the  definitions  of  what  is  a 

small  and  medium-size  com- 

pany will  be  wider.  Thus  the 

move  to  larger  stocks,”  says 
Gervais  Williams  of  G art- more's  Small  Companies 

Fund.  Moreover,  in  the  UK. 

where  there  is  some  interest 

FTSE  Eurobloc  100 

Index 

Apr 

in  Irish  small  stocks,  there  is 

less  pressure  on  fund  manag- 
ers as  the  UK  is  outside  the 

euro. 

In  19%,  small-cap  Irish 

stocks  enjoyed  a   premium  of 

7   per  cent  over  larger  compa- nies, Today  they  are  trading 

at  a   valuation  discount  of 

close  to  40  per  cent,  accord- 

ing to  ABN- Amro. "Investors  will  be  very  dis- 

criminating as  to  which  com- 
panies they  buy.  But  the 

liquidity  can  work  both 

ways,  by  pushing  up  prices 

too,”  says  Liam  Igoe  of  Good- 

body  stockbrokers. 
Earnings  remain  respect- 

able: the  outlook  is  rosy  with 

corporation  tax  and  interest 
rates  at  historic  lows:  Irish 

gross  domestic  product  is 

growing  faster  than  auy 

European  economy,  with  few 

signs  of  inflation. Pat  O'Sullivan  Greene,  an 

analyst  at  ABN-Amro,  pre- 
dicts the  Irish  market  will 

follow  the  UK,  where  the 

small-cap  sector  has  risen  20 

per  cent  this  year  as  fears  of 
a   recession  eased  and  cycli- cal stocks  picked  up. 

he  linkages  are  under- 
pinned by  the  fact 

that  Irish  small  com- panles  now  derive  44  per 

cent  of  their  sales  from  the 
UK  -   the  result  of  aggressive 

acquisition  strategies  in 

what  is  the  traditional  mar- 
ket for  most  Irish  exports. 

"We  detect  a   re-appraisal 

by  some  Irish  institutions  of the  wisdom  of  aggressively 

restructuring  portfolios  in 

the  new  euro  environment,  if 
it  means  selling  good  quality 

Irish  stocks  at  single-digit 

EURO  SPOT  FORWARD  AGAINST  THE  EURO 

Apr  27 tlOO 

Ctek«  Onrge 

m   day 

ttttfis 

DqfrnU 

multiples  and  re-investing 
the  proceeds  in  European 

companies  at  double  the  rat- 

ing and  where  earnings  pros- 

pects over  the  naxt  number 

of  years  are  not  nearly  as 
assured."  says  Mr  Kelleher 
of  Davys. 

He  is  looking  to  private  cli- 
ents -   Ireland's  new  rich  - 

to  protide  some  of  the  inves- 
tor interest.  Rory  Gillen  of 

NCB  brokers  says:  “If  the 
institutions  and  private  cli- ents do  not  mop  up  this 

cheap  stock,  then  you  could see  more  corporate  activity. 

The  trade  buyers  and  ven- 
ture capitalists  are  not  about 

to  pass  it  by." 

This  is  already  happening. 

Last  week.  Jurys.  the  hotel 

group,  completed  the  take- over of  the  privately  owned 

Doyle's  Group.  Unidare.  the 

small  engineering  concern, 
is  attracting  the  attentions 
of  Dermot  Desmond,  perhaps 

Ireland's  most  successful 

investor.  There  is  even  spec- 

ulation that  the  manage- 
ment at  IWP,  the  firelighters 

to  deodorants  industrial 

group,  is  considering  taking 
the  company  private. 
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European  Bank  for Reconstruction  and 
Development 

US$150,000,000 

Collared  floating  race  notes 

due  2002 

The  rate  of  interest  has  been 

determined  by  Credit  Siiisse Financial  Products  as  5%  per 

annum  for  die  period  from  28 

April  1 999  to  28  October 1999.  Interest  payable  on  28 

October  1999  wUt  amount  to 

US$25.42  per  US$1 ,000  note. 
US$254.17  per  US$10,000 note  and  US$254 1 .67  per 

US$100,000  note. 

Qobd  Agmcjr  and  Trust  Semites. 

Ctobai*.  NA,  London 

28  Apr*  1999 

CmBAN<& 

StGeorge  Bank  Limited i   FooKriy  Advrrrv  ami,  Autbalu  LmaHd  I 

US$300,000,000 

Floating  Rate  Notes  2000 

The  notes  will  bear  interest 

at5J4625n  per  annum  for 

Ihe  Interest  period  from 
28  April  1999  to  28  July  1999. 

Interest  payable  value 28  Julv  1999  will  amount 

(O  USS130JB  per  US$10,000 

note. 

Global  Agency  and  Trust  Services. 

Citibank.  NA+  London 

28  April  1999 

cmBAtiK or 
Financial  Times  Surveys 

Copper Industry 

Monday  May  17 

For  furttar  information 

please  contact: 

Tracey  Endacott  in  London Tel:  +-44-  171  B73  -4356 

Fax:  _H.  171  973  -4862 

Email;  traeey.cnriacottC  Ff.com 

or  Anthony  Hayes  in  Birmingham 

Tel:  +44  121  353  60&4 
Fax;  +44  121  580  3559 

Cmnil:  ahayesi2j;iohalnet. co.uk 

FT.NANqAL  TIMES No  FT,  no  comment. 
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ASX  and  SFE 

reach  merger 

agreement 
By  Gwen  Robinson  in  Sydney^ 

The  Australian  Sto
ck 

Exchange  (ASX)  yesterday
 

confirmed  It  had  reached
 

agreement  with  the  Sydney 

futures  Exchange  (SFE)  on 

a   proposed  merger. 

The  initial  agreement 

between  the  two  exchanges, 

which  have  been  discussing 

the  proposal  since  last
 

December,  paves  the  way  for 

a   complicated  approval  pro- cess. 

The  merger  would  require 

regulatory  and  parliamen- 

tary approval  as  well  as  sup- 

port from  the  SFE’s  four classes  of  membership, 

under  the  exchange's  cur- rent mutual  structure. 
Heads  of  both  exchanges 

said  yesterday  they  hoped 

the  merger  could  be  com- 
pleted this  year,  possibly  in 

November.  But  the  timing 

would  depend  on  the 

approval  process,  including 
a   vote  in  early  September  by 

SFE  members  on  demutu- 
alisation. 

In  late  trading  ASX  shares 

jumped  more  than  16  per 

cent  to  A$15.40  before  clos- 
ing at  AJ15.10.  up  14  per 

cent  ASX  on  Monday  morn- 
ing suspended  trading  of  its 

shares  ahead  of  an 

announcement  on  the 

merger,  originally  scheduled 
for  this  morning.  Yesterday 
afternoon,  however,  the  ASX 
and  SFE  decided  to 

announce  their  agreement  in 
principle. 
Richard  Humphry,  ASX 

managing  director,  and  Les 

Hosking.  SFE's  chief  execu- 
tive, said  the  merger  would 

value  SFE  at  about  ASZlOm 

(US$136m),  including  SFE’s 
surplus  cash  of  about 

A$70m.  The  SFE,  which 

operates  under  its  tradi- 

WORLD  BOND  PRICES 

tional  mutual  structure,  last 

year  overtook  Tokyo  to 

become  the  Asia-Pacific 

region's  largest  futures 
exchange,  trading  30m 

futures  contracts  with  a 

nominal  value  of  A$10,500bn. 

ASX’s  market  capitalisa- 
tion has  soared  to  about 

A$1.4bn  since  the  exchange 

demutualised  and  listed  on 

its  own  boards  last  October. 
The  shares,  which  listed  at 

AS4.10.  have  nearly  quadru- 

pled, driven  by  record  trad- 
ing volumes  and  strong earnings. 

Under  the  merger  agree- 
ment, ASX  would  absorb  the 

SFE,  whose  members  would 
have  the  option  or  taking 
A$70m  in  ASX  shares.  The 
shares  would  be  issued  to 
SFE  members  at  a   discount 

of  about  1&5  per  cent  to  the 
volume-weighted  average 

market  price  of  ASX  shares 

over  a   period  to  be  deter- 
mined, Mr  Humphry  said. 

The  merger  proposal 
would  also  require  approval 

from  the  Australian  Compe- 
tition and  Consumer  Com- 

mission, the  government’s antitrust  watchdog.  ASX  and 
SFE  officials  said  they  were 
confident  of  gaining  the 

commission's  approval,  as 

the  two  exchanges  had  con- 
sulted the  ACCC  in  the 

course  of  their  negotiations. 

Mr  Hosking  and  Mr  Hum- 
phry said  yesterday  the 

merger  would  expand  the 
range  of  financial  products 

and  boost  Australia's  stand- 
ing as  a   regional  financial 

centre,  and  allow  greater 

trading  efficiencies  and  tech- 
nology sharing  benefits. 

The  merger  is  logical  -   it 
makes  sense  for  our  mem- 

bers and  makes  sense  for 

Australia’s  markets,”  Mr 
Hosking  said. 

INTERNATIONAL  CAPITAL  MARKETS 

US  cuts  spread  to  Europe 
BENCHMARK  BONDS 

By  Vincent  Boland  In  Loudon 
and  John  Labate  In  New  York 

Bonds  closed  broadly  higher 

as  the  spotlight  turned  to 

equities.  The  strongest  mar- ket was  in  US  Treasuries, 

which  cut  the  spread  against 

Europe  and  the  UK  as  inves- 
tors bought  bonds  to  back  a 

stronger  US  dollar. 
However,  Brazil's  $3bn 

global  benchmark  issue 
slumped  amid  heavy  selling 
less  than  a   week  after  its 

launch.  Its  spread  over  US 
Treasuries  widened  nearly 

10  per  cent  to  about  740  basis 

points. 

The  move  was  blamed  on 
the  shock  of  the  arrest  on 

Monday  of  Francisco  Lopes, 

former  ^airman  of  the  Bra- 

zilian central  bank,  after  a 

clash  with  the  Senate. 

The  tone  of  the  US  Trea- 
sury market  remained  mixed 

ahead  of  the  release  later 

this  week  of  new  reports  on 

gross  domestic  product  and 

the  widely  watched  employ- 

ment cost  index. 
Long-dated  issues  led  the 

gainers.  The  30-year  bench- mark bond  was  up  A   In 

early  afternoon  trading  to 
95%,  sending  the  yield  down 

to  5.551  per  cent  The  10-year 
note  was  &   ahead  at  96£, 

yielding  5216  per  cent,  and 

the  two-year  note  was 
unchanged  at  99%,  yielding 

5.011  per  cent The  gains  helped  Trea- suries to  cut  the  yield  spread 

over  German  bunds  to  144 
basis  points  from  148  points, 

and  to  66  basis  points  over 

UK  gilts  from  74  points. 

European  gains  were  cur- 

tailed by  news  of  forthcom- 
ing new  issues  that  would drain  some  liquidity.  The 

Bundesbank  is  to  invite  ten- 
ders today  for  a   €5bn  tap  to 

the  benduoark  10-year  bund, 
and  France  is  to  create  a 

new  10-year  issue  next  week. 
Analysts  said  that,  despite 

the  weight  of  supply,  inves- 
tors were  still  buying  longer- 

dated  issues  and  playing  the 

yield  curve  in  Europe. 

While  European  cash  mar- kets were  relatively  quiet, 

bond  futures  were  busy.  The 

June  contract  for  the  bench- mark bond  was  trading  0-36 

higher  late  yesterday  at 

115.79,  with  530,000  contracts 
traded.  The  yield  on  the 

10-year  bund  stood  at  just 

over  3JB5  per  cent,  a   slight 

fall  on  its  overnight  leveL 
UK  gilts  gave  up  early 

gains  to  end  largely 

unchanged  after  a   GBI  sur- 
vey showed  industry  more 

bullish  about  economic  pros- 
pects. The  June  contract  set- 

tled unchanged  at  116.46  in thin  futures  trading. 

Italian  insurer  in  €1.5bn  debut 
NEW  ISSUES   

By  Khazem  Merchant 

New  international  bond  issues 

Assicurazioni  Generali, 

Italy's  biggest  insurer, 
launched  its  debut  interna- 

tional bond,  a   15-year  €1.5bn 
offering.  Generali,  which  is 
embroiled  In  speculation 
that  it  is  to  mount  a   bid  for  a 

rival,  benefited  from  “name 

recognition1*. 
Germany’s  Presenilis,  the 

world's  largest  maker  of  dial- 
ysis equipment,  did  not  Its 

first  visit  to  the  interna- 
tional bond  market  was 

intended  to  establish  a 

benchmark,  said  lead  man- 

ager WestLB.  The  bond's performance  would  establish 
Fresenius  as  a   credit  name, 

paving  the  way  for  its  next, 
globally-targeted  offering. 

This  is  what  many  Ger- 
man companies  have  been 

doing  since  January,  notably 

public-sector  banks  with 
their  jumbo  pfandbriefe. German  investors  bought 

about  80  per  cent  of  Fresen- 
ius's  five-year  €400m  bond. 
Proceeds  will  be  used  to 

finance  a   recent  takeover 

The  bond,  which  was 
unrated,  was  priced  to  yield 
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139  basis  points  over  the 
German  bund.  Bankers  said 

the  spread  would  have  been 
20  to  40  basis  points  wider 
had  this  issue  been  targeted 

at  a   non-German  market. 
A   high-yield  issue  by  a 

Fresenius  subsidiary  last 

year  was  launched  at  250 

basis  points  over  the  govern- 
ment benchmark.  This  was 

not  a   precedent  Fresenius 
wanted  to  follow. 

“We  wanted  to  implement 

the  benchmark;  that  will 

help  the  next  offering,"  said WestLB.  lead  manager. 

Gallaher,  the  UK  tobacco 

company,  launched  its  first 
sterling- denominated 
“tobacco  credit”,  a   10-year 
£30Qm  issue.  There  has  been 

an  absence  of  this  type  of 

asset  since  BAT  redeemed 

its  stock  of  sterling  bonds  in 

1998.  This  paucity  attracted 

many  new  investors  and 

many  of  the  tickets  were 

larger  than  expected. 
Gallaher  does  not  have 

“US  litigation  exposure"  and 
this  cheered  investors.  A 

quarter  of  the  issue  was  sold 
in  Germany,  in  line  with 

plans  to  broaden  the  inves- tor base.  It  was  priced  to 

yield  200  basis  points  over 

the  UK  gflt  and  tightened  in 
secondary  trading. 

news  digest  ;     

growth  stocks   

Swiss  stock  exchange  in 

plan  to  form  new  market TOe  Swiss  stock  exchange  is  t
o  ■ 

sf  asss  SdSSiS 
stocks  mat  have  flocked  to  ra‘s®^5iSli^P^t?i  . ' hr.'ssxssssSSbsv- 

targeted  at  raising  finance  for  grojr
tir 

compares  and  b   mSende
d  just  to  provide  an  

adt  for 

SSS?MM tiers.  Companies 
and  the  portion  of  the  shares 

 being 
must  represent  at  least  50 

Companies  will  be  required  to  a
dopt  intemator^ accounting  standards  and  provide  qprtnjy  i "*****\

J£| 

Swiss  Exchange,  which  h
as  yet  to  name  me  new said  its  listing  requirements  were  m  

 line  wrth  ® . 

Euro  MM,  the  umbrella  organisation  for 
- 

growth  markets.  Switzerland  is  not  part
  ‘J*® 

Union  but  is  anxious  to  participate  m 

fee  mies  and  regulations  to  createa  netwo
rk  of  B^pean 

markets  for  growth  companies,  wi
mam  nail,  tuncn 

CROSS-MARGINING 

CBOT,  CME  set  launch  date 
The  Chicago  Board  of  the  Trade  and  the  Ch

icago  Mercan- 

tile Exchange,  the  two  big  US  futures  exchanges,  y
ester- 

day set  a   May  28  launch  date  for  their  cross -ma
rgining 

and  “common  banking”  agreements,  subject  to  regulatory
 

approval.  The  deal  will  allow  futures  firms  and 
 traders  with 

positions  on  both  exchanges  to  “offset”  these  
where 

appropriate,  thus  reducing  margin  and  performa
nce  bond 

requirements.  For  example,  a   firm  with  positions  in  the
 

Eurodollar  short-term  interest  rates  contracts  on  the  CME 

and  in  the  CBOTs  two-year  Treasury  notes  futures  con-  ; 

tracts  could  potentially  make  significant  savings.  The 

'exchanges  say  millions  of  dollars  of  margin  and  perfor- 

mance bond  requirements  could  be  freed  up. 

The  cross-margining  agreement  was  salvaged  from  a 

more  extensive  plan  by  the  two  Chicago  exchanges  that . 

would  have  seen  them  pool  their  back-office  systems.  This 

was  dropped  last  yea-  when  it  was  voted  down  by  mem- bers of  the  CBOT  -   drawing  anger  from  the  big  brokerage 

firms  that  had  the  most  to  gain  from  the  arrangement.  An 

estimated  90  per  cent  of  CME  member  firms  are  also members  of  the  CBOT. 

The  cross-margining  agreement  will  inrtiaHy  cover  only 

firms'  proprietary  and  house  accounts  but  later  it  will  be widened  to  cover  independent  traders,  marketmakers  and 
market  customers.  Nikki  Tart,  Chicago 
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CURRENCIES  &   MONEY 

Duisenberg  joins  move  to  talk  up  euro MARKETS  report 

By  Christopher  Swann 

The  euro  staged  a   modest 
recovery  yesterday  after  a 
string  of  European  monetary 
officials  moved  to  counter 
the  market's  perception  that 
they  were  following  a   policy of  benign  neglect. 

Most  notably,  Wim  Duisen- 

berg, president  of  the  Euro- 
pean  Central  Bank,  said  he 
would  be  concerned  if  the 
euro  fell  further  in  value, 
giving  his  clearest  indication 
to  date  that  he  disapproved 
of  its  weakening. 
Talk  of  a   compromise  in 

Kosovo,  fuelled  by  concilia- 

tory comments  from  Yugo- 

slavia’s deputy  prime  minis- 
ter. also  helped  support  the 

euro. 

Against  the  dollar,  the 
euro  firmed  to  $1,065  by  the 
London  close. 

The  yen  drifted  slightly 
lower  as  hopes  faded  that 
Japan  was  poised  to 

announce  a   fresh  fiscal  stim- 

ulus package.  By  the  end  or 
London  trading  it  had  slid  to 
Y120.2  against  the  dollar. 

■   The  supportive  comments 
by  a   range  of  European  offi- 

cials yesterday  added  to  the 
impression  of  a   concerted 
verbal  campaign  to  support the  euro. 

Dominique  Slrauss-Kahn, 
France's  finance  minister, 

once  again  weighed  into  the 

debate  by  denying  that  the 
euro-zone  was  pursuing  a 

policy  of  benign  neglect. 
Meanwhile  Yves-Thibault  de 

Silguy.  the  commissioner  for 
monetary  affairs,  and 

French  central  bank  gover- 

nor Jean-Claude  Trichet 

suggested  there  was  scope 
for  a   rise  in  the  currency. 

But  analysts  were  scepti- 
cal that  the  jawboning 
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would  lead  to  a   sustained 

rise.  “There  are  few  data  out 
of  the  euro-zone  to  challenge 

the  perception  of  chronic 

economic  weakness,"  said 
Paul  Meggyesi,  currency 

strategist  at  Deutsche  Bank  - in  London. 

Mark  Cliffe.  chief  Euro- 

pean economist  at  ING  Bar- 
ings, said  stronger  than 

expected  French  consump- tion had  been  offset  by  a 

downgrading  of  German 
growth  forecasts  by  the 

country’s  six  leading 
research  institutes. 

■   Option  volatilities  dipped 

further  yesterday  as  traders 

prepared  for  the  traditional 

lull  surrounding  Japan's 
“golden  week"  holiday. 

One-month  dollar -yen  vol- 
atilities, trading  at  14  per 

cent  at  the  start  of  last  week, 

lurched  down  from  13  to  12 

per  cent  yesterday. 

Paul  Meggyesi  said  both 
volumes  and  volatility  in  the 

market  would  diminish  as 

Japanese  Investors  withdrew 

Btazffianreal  '   ; AQakatlteiUBrptSp'rl&S)  • 

’ -1 '     l.. 

to  the  sidelines. 

He  added  that  a   broad 

decline  in  volatilities  was 

also  symptomatic  of  a   return 
to  normality  after  recent 

emerging  market  turmoil. 
Kit  Juckes,  chief  strategist 

at  NatWest  GFM  in  London, 

argued  that  the  yen  stability 

against  the  dollar  coold 
increase  the  attraction  of 

carry  trades.  “The  recent 
reduction  in  volatility  is  lia- 

ble to  make  foreign  assets 
irresistible  and  could  por- 

tend the  next  spike  up  in 

dollar-yen,”  he  said. 

■   The  Brazilian  Real  yester- 

day survived  the  latest  twist 

in  a   foreign  exchange  scan- 
dal which  some  feared  could 

undermine  confidence  in  its 
nascent  recovery. 

Francisco  Lopes,  president 

of  Brazil's  centra]  bank  for 
three  weeks  during  Janu- 

ary’s currency  crisis,  was 
arrested  after  refusing  to 

give  evidence  in  front  of  a 

Senate  committee  investiga- 

ting allegations  of  corrup- tion at  the  hank. 

Senators  are  investigating 

charges  that  officials  leaked 
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details  of  economic  policy  to 

private  banks  during  the 

currency  crisis. 

The  muted  reaction  of  the 

Real,  said  Kit  Juckes, 
reflected  a   surplus  of  global 

liquidity.  The  Real,  which 
has  climbed  back  from  a 

record  low  of  RS2.17  against 
the  dollar  over  the  past  few 
months,  was  largely 

unmoved  around  RSl-70  yes- 

terday. 

■   Asian  currencies  contin- ued to  firm  yesterday  as 

regional  stock  markets 
turned  in  another  robust 

performance. 

Korea's  KOSPI  equity 

index  surged  beyond  its  pre- 

crisis high,  causing  the  woo 
to  inch  up  to  Wonl.163 

against  the  dollar.  Capital 

inflows  also  helped  the  Sing- 

apore dollar  hold  on  to  most 
of  its  recent  gains. 

But  analysts  said  that 
gains  would  be  capped  by 

concern  monetary  authori- 
ties would  step  in  to  prevent 

a   loss  of  competitiveness. 
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NEW  SKIES  SATELLITES  N.V. 
N013C^OFJJ>?>&A^  QF  SflAREPQLDt^S 

Shareholders  of  New  Skies  Satellites  N.V.  (the  “Company"),  a   limited  liability  company 
organized  under  the  laws  of  die  Netherlands  with  its  corporate  seat  in  Amsterdam,  and  all 

other  persons  who  have  the  statutory  right  to  attend  the  general  meeting  of  shareholders  of 

the  Company  are  hereby  notified  that  the  1999  Annual  General  Meeting  of  Shareholders 

(“AGM”)  shall  be  held  on  Thursday,  27  May  1999  at  10:30  a.m.  in  Amsterdam,  the 
Netherlands,  at  the  Westm  Demeure  Grand  Hotel,  Oudezijds  Voorburgwai  197.  The  agenda 

for  the  meeting  shall  be  as  follows: 

I.  Opening  of  the  meeting 

II.  Report  of  the  Board  of  Management  on  die  course  of  business  of  the  Company  and 

its  management  from  the  incorporation  of  the  Company  until  31  December  1998 

and  on  the  audited  1998  annua)  accounts 

ill  Items  to  be  Voted  Upon: 

1.  Proposal  to  prepare  the  annual  aocounts  and  the  management  report  In  the 

6. 

7. 

English  language; 

Proposal  to  approve  the  audited  1998  annual  accounts; 

Proposal  to  appoint  an  accountant  to  audit  the  Company's  future  annual accounts; 

Proposal  to  release  from  liability  the  members  of  the  Supervisory  Board  for  the 

performance  of  their  supervisory  duties  in  the  period  ended  on  31  December 

1998; 

Proposal  to  release  from  liability  the  members  of  the  Board  of  Management  for 

the  management  of  the  Company  in  the  period  ended  on  31  December  1998; 

Proposal  to  appoint!*®  persons  to  the  Sipervisory  Board  for  a   one  year  term  to 
fffl  two  vacancies  which  wfll  exist  as  of  the  day  of  the  AGM; 

Proposal  to  establish  (he  remuneration  of  the  two  addffionai  Supervisory  Board 
members;  and 

Proposal  to  appoint  three  persons  to  the  Board  of  Management 

8. 

IV.  Questions 

V.  Closing  of  the  meeting 

Shareholders  and  all  other  persons  who  have  the  statutory  right  to  attend  the  AGM  may 

inspect  the  documents  for  the  meeting  during  normal  business  hours  at  the  Company's 
offices  at  Rooseveltplantsoen  4,  2517  KR.  in  The  Hague,  the  Netherlands.  These 

documents  include  information  required  by  law  relating  to  the  persons  nominated  for 

appointment  to  the  Supervisory  Board  and  information  regarding  the  binding  nominations 

prepared  for  the  appointment  of  members  to  the  Board  of  Management  Persons  other  than 
the  shareholders  who  are  permitted  by  law  to  attend  the  AGM  must  deposit  documentary 

evideifce  of  their  right  to  attend  at  the  Company's  offices  at  the  address  mentioned  above, 
attention  Mr.  Andrew  D’Uva,  Associate  General  Counsel,  by  21  May  1999.  Proxy 
materials  and  other  documents  relating  to  the  AGM  will  be  sent  by  mail  or  facsimile 

transmission  to  the  Company's  shareholders  and  the  holders  of  depository  receipts  in 

Stichting  Administratiekantoor  New  Skies  Satellites  which  were  issued  with  the 

cooperation  of  the  Company. 

Notice  Is  Holders  of 

MEDICAL  CARE  INTERNATIONAL,  INC 

6K%  CmrttrtWf  SohnrrfhMlwmrfOTttiiwMi  1W  MUM; 

CUSIP  5845Q5AC5* 
Cohtmbii/HCA  Healthcare  Corporaboo  rColambia/HCA’1  has  declared  a 
record  dale  of  April  30, 1999tnoomecUoo  with  a   dtetritmon.  subject  10  oettain 

coodmoas.  to  holders  of  record  of  CMmnbia/HCA  eommoo  stock  and 

Cohunfaia/HCA  noo-voing  common  stock  (codectriely,  the  "CohunbiaTHCA 
Stock"!.  Holders  of  record  of  Cohunka/HCA  Smek  **  of  the  dose  of  business 

on  April  30. 1999  win  receive  one  (!)  share  of  the  common  stock  of  Ufepoint 

Hospitals,  Inc.  and  one  ( 1   >   share  of  the  common  stock  oTTriad  Hospitals,  Inc.  for 

every  nineteen  { I9i  shares  of  Cblumbia/HCA  Stock  owned  as  of  the  dose  of 

business  on  such  date.  
* — 

COLUMBIA/HCA  HEALTHCARE  CORPORATION Dated:  April  20. 1999 

•   JJu  CVSir  Marnier  Asaf  ohm  *   pnmUaf  Jkr  At  Mmnrincr  vfOx  tUAn  af  Ar 
nrtoiiWin.aaVnrilto-ndWriiWHP1)w*»7>««re 
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COMMODITIES  &   AGRICULTURE 

DAIRY  iMPUSTHY  ENTITY 
 WOULD  EXPORT  800  PRO

DUCTS  TO  115  COUNTRIE
S  AND  HAVE  SALES  OF  N

Z$7.7BN 

NZ  farmers  back  ‘mega  company 
By  T«ty  HaB  »   Well

ington 

New  Zealand  farm
ers, 

unhappy  with  f
alling 

incomes,  are  behind  
moves 

to  create  an  organisat
ion 

combining  the  global
  mar- 

keting expertise  of  the  New 

Zealand  Dairy  Board  and 
 the 

manufacturing  capacity  of 

the  country’s  independe
nt 

processing  plants. 

The  company  would  have 

sales  of  more  than  NZ$7.7bn 

fUS*4Jbn)  and  a   string  of 

manufacturing  plants  in 

New  Zealand  and  abroad 

estimated  to  be  worth 

NZ$7bn. 

The  combined  entity 

would  export  800  dairy  prod- 

ucts to  115  countries  and 

own  80  subsidiaries,  includ- 

ing Anchor  in  the  UK  and 
Feraleaf  in  other  parts  of  the 
world. 

Formation  of  the  company 

is  possible  because  of  the 
co-operative  structure  of  the 
New  Zealand  industry. 

Local  dairy  farmers  cur- 

rently own  shares  in  then- 

own  processing  plants  which
 

in  turn  control  the  joint  mar- 

keting arm  of  the  Dairy Board. 

Until  now.  however, 

regional  rivalry  -   as  well  as 

parliamentary  statutes  and 

anti-monopoly  legislation 

through  the  Commerce  Act 
-   bave  ruled  out  a   merger. 

This  changed  earlier  this 

month  with  the  surprise 

decision  of  the  biggest  North 

Island  organisation,  the  New 
Zealand  Dairy  Group  to 

merge  with  the  South  Island 

Dairy  Group,  in  a   move  that 
is  being  investigated  by  the 

Commerce  Commission. 
If  allowed,  the  combined 

group  would  control  60  per 
cent  of  all  New  Zealand 

dairy  output  -   and  have  the 
numbers  to  control  the  dairy 

board  as  well. 
However,  the  merger  is 

being  contested  by  the  third 
biggest  company.  Kiwi 
Dairies.  It  is  proposing  that 
it  and  the  remaining  nine 

independent  co-operatives 
should  amalgamate  with  the 

NZDG-SIDG  group  .and  the 
New  Zealand  Dairy  Board  to 

form  a   single  giant  dairy 
company. 

This  proposal  appears  to 

have  the  support  of  the  gov- 
ernment and  most  formers, 

who  are  concerned  about 

their  foiling  incomes  result- 

ing from  lower  prices  for 
commodity  dairy  products, 
such  as  milk  powder. 

Supporters  of  the  “mega 
dairy  company"  concept  say 
it  would  bring  considerable 

efficiencies  and  streamline 

marketing  efforts,  as  each  of 
the  companies  currently  has 

its  own  sales  force. 

The  government  Is  also 
keen  on  the  concept  as  it 
would  require  the  dairy 

Industry  to  surrender 
Its  export  monopoly,  and 

allow  international  com- 

panies to  set  up  in  competi- 
tion with  the  co-operative 

movement  within  New  Zea- 

land. 

The  industry  is  pushing 

ahead  with  a   series  of  meet- 

mgs  to  approve  the  concept 

by  June  1.  fearful  that  if  a 
Labour  government  Is 
elected  later  this  year  it 
would  block  the  plan  on 

monopoly  grounds. 
Providing  a   consensus  is 

reached  and  the  support  of 

the  10  dairy  companies  is 

secured,  the  proposal  could 

be  ready  in  time  for  the  gov- 

ernment to  put  the  required 
legislation  before  Parliament 
relatively  quickly. 

This  would  also  involve 

passing  the  Commerce  Act. 
Most  formers  appear  keen 

on  the  idea  -   although  there 
is  strong  support  for 

retaining  the  co-operative 

Structure- 
Farmers  are  concerned 

that  the  “mega  company" should  not  list  its  shares  on 

the  stock  exchange  for  fear 

that  a   multinational  com- 

pany might  mount  a   take- 
over. 
Murray  Gough,  the  former 

chief  executive  of  the  Dairy 

Board,  says  New  Zealanders 
should  not  fear  the  creation 

of  the  giant  company.  • “While  it  would  be  big  in 

local  terms,  it  has  to  be 

viewed  from  an  interna- 

tional perspective,"  he  says. 
Mr  Gough  says  some  95 

per  cent  of  the  country's dairy  production  is  exported 
but  that  in  global  terms 

New  Zealand  is  a   small 

operator. 

“It’s  true  that  we  have 

around  30  per  cent  of  the 
global  trade  in  dairy  goods. 

But  that  accounts  for  just  5 

per  cent  of  international  con- 

sumption of  dahy  products," 
he  says. 

“Even  when  the  country's 

dairy  manufacturing  and 

marketing '   businesses  are 
combined,  we’ll  stDl  be  a 
modest  player  compared 
with  industry  giants  like 
Nestle,  which  not  only  trade 
internationally  but  hold 

major  slices  of  key  domestic 
markets,"  says  Mr  Gough. 

Thai  rubber 

exports  fall 
By  Paul  Sol man 

Thailand’s  exports  of  natural 
rubber  fell  by  almost  a   third 
In  the  first  two  months  of 

this  year.  The  world’s  larg- 
est producer  of  natural  rub- 
ber said  yesterday  it  had 

exported  277,700  tonnes  in 

January  and  February.  28 

per  cent  below  the  387.300 
tonnes  it  sold  during  the 

same  period  last  year. 
The  figures  came  just  days 

after  rubber  producers  and 
consumers  meeting  in  Kuala 
Lumpur  failed  to  agree  on  a 
formula  to  secure  the  future 
of  the  International  Natural 

Rubber  Organisation  (Inro). 
Inro,  the  last  surviving 

commodity  price  support 

pact  outside  the  oil  industry, 

is  on  the  verge  of  collapse 

because  Thailand  and  Malay- 

sia. two  of  its  most  impor- 

tant members.  have 
announced  they  will  quit 

Thailand’s  export  figures 
revealed  that  Japan,  the  US. 

China  and  South  Korea,  the 

biggest  rubber  consumers, 
had  each  bought  less  from 

Thailand  compared  with  last 
year.  In  the  case  of  China, 

its  imports  of  Thai  rubber 
fell  more  than  70  per  cent 

Slowing  demand  from  the 
motor  vehicle  industry,  espe- 

cially in  Asia,  has  been 
blamed  for  slow  growth  in 
rubber  consumption,  which 

grew  by  2   per  cent  last  year 

against  6   per  cent  in  1997. 
However,  industry  insiders 

said  Thailand's  lower  export 
figures  could  also  stem  from 

the  country's  moves  to  sup- 
port its  domestic  market 

The  Thai  government  has 
begun  to  buy  rubber  from 
domestic  producers  in  an 

effort  to  boost  prices.  Pro- 

ducers are  suffering  as  inter- 
national prices  have  fallen  to 

historic  lows. 
The  government  decided 

to  act  after  losing  confidence 

in  Inro,  which  Is  charged 
with  supporting  prices  by 

intervening  in  the  market 

As  prices  have  fallen,  Thai- 
land has  become  increas- 

ingly critical  of  Inro’s  activi- ties. 

Last  week's  Kuala  Lumpur 
summit  was  intended  to 

agree  reforms  that  would 

convince  Thailand  and  Mal- 
aysia to  remain  within  Inro, 

but  the  meeting  ended  with- out a   deaL 

Malaysia,  the  world's  third largest  rubber  producer  has 

also  outlined  plans  to  sup- 
port domestic  prices. 

Sugar  and cocoa 

sink  to 
new  lows 

MARKETS  REPORT 

By  Pari  Sofanan  and 
Eiffian  O’Connor 

Cocoa  and  sugar  futures 

sank  again  yesterday  in  Lon- 

don, continuing  a   trend  that has  seen  both  .commodities 

establish  historic  lows  in 

recent  weeks. 
August  white  sugar  set  a 

new  record  low  of  $164  a 

tonne  in  late  trading  mi  the 

London  International  Finan- 
cial Futures  and  Options 

Exchange,  against  Monday's dose  of  £16&20. 
Analysts  said  the  outlook 

remained  bleak,  with  reports 
that  Thailand  was  raising 

exports  to  a   new  record  in 

an  already  heavily  oversup- 

plied market. July  cocoa  set  a   new  six- year  low.  closing  down  £22 

at  £891  a   tonne. Eobusta  coffee  was  also 

weaker,  with  prices  remain- 
ing at  around  their  lowest 

for  two  years.  . The  July  con- 
tract finished  down  $17  at 

$1,413  a   tonne. Zinc  took  the  lead  in  a   bet- 
ter day  for  base  metals  on the  f-oniiftn  Metal  Exchange 

yesterday.  In  unofficial  after- noon dealing  die  price  at  one 
point  touched  $1,091  per 
tonne,  as  funds  bought  in 

anticipation  of  a   short-term 

supply  squeeze. 
The  metal  has  long 

enjoyed  relatively  strong 
fundamentals.  Western 

world  production  is  below 
the  level  of  demand,  and 

although  Chinese  exports 
normally  plug  the  gap,  they 

can  be  hard  to  predict 

The  grid  price  vacillated 

in  response  to  further  state- 
ments about  IMF  gold  sales. 

The  afternoon  fix  was 

slightly  lower  at  $281.05  per 
ounce,  but  the  price 

strengthened  later. 
Crude  oil  prices  drifted  in 

quiet  trading.  Brent  blend 
for  June  delivery  was  $15.66 
a   barrel  in  late  trading  . 

against  Monday's  close  of 

$15.70. 

news  digest    

HORTICULTURE 

Imported  rose  infection 

may  hit  Kenyan  exports 
Kenya’s  flower  exports  co

uld  fall  as  mudr 

cent  betow  their  potential  t
his  year  due  to 

from  an  imported  agrobac
terium,  the  Kenya  Agric

ultural 

Research  Institute  (KARI)  has  warned.  .   ,   ■ 

Cvrus  Ndirtii,  KARI  directo
r,  said  that  although  infe

cted 

(oaldno  at  10  to  20  per  cent  in
fection,  which  COUM ireauce 

^vdurnes  by  10  to  20  
per  cent;  said  Mr  Ndirtu. “Some  fanners  have  lost  very  badly. 

The  news  is  a   setback  t
o  Kenya's horticulture  industry,  which  is  the

  country  s   third  largest 

e^mer  after  ̂    t^rism^cordmg
 

to  the  Kenya  Flower  Council, 
 it  export6d  Ks4.86bn 

($73.7m)  worth  of  flowers  last  yea
r,  of  which  Ks3£6bn 

worth  were  roses.  Kenya  is  Africa's 
 lage^erof 

flowers,  and  Its  main  markets  are
  the  Netherlands,  the  UK 

and  Germany. 

Mike  Mortand,  head  of  the  Kenya 
 Rower  Council,  said 

the  worst  of  the  disease  was  over,  a
nd  was  sceptical  that 

the  industry  would  lose  even  10  per  cen
t  of  exports.  He 

<fld  not  see  a   big  risk  of  the  disease  spread
ing,  and 

strongly  contested  local  press  reports 
 that  total  losses 

would  reach  more  than  Kslbn.  Mark  Tu
rner,  Nairobi MINING 

-■  •*4*1^  ’ 

# 

# 

,e* 

TVX  Gold  ‘to  benefit’  Normandy 
Australia's  Normandy  Mining  is  set  to  benefit  most  from 

 a 

new  partnership  with  struggling  Canadian  TVX  Gold,  s
ay 

analysts.  Normandy,  with  a   market  capitalisation  of  ar
ound 

-US$1 ,4bn,  is  paying  TVX  US$1 80m  for  a   49.9  per  cent 

share  in  a   joint  venture,  to  be  called  TVX  Normandy  Ameri
- 

cas, whose  assets  will  comprise  the  five  TVX  gold  interests 

in  the.  Americas  (three  in  Latin  America,  two  in  Canada}. 

TVX  had  a   market  capitalisation  of  only  US$1 75m  after 

the  deal  was  announced  yesterday.  It  retains  a   50.1  per 

cent  interest  in  the  new  company,  and  all  its  Greek  inter- 

ests, and  gets  a   further  US$1 50m  of  development  finance from  cash- rich  Normandy. 

TVX  has  been  looking  for  a   financial  partner  to  enable  it 
to  develop  Its  Greek  Interests  for  some  time,  but  recently 
rejected  a   bid  for  the  whole  company  from  Cambior, 
another  medium-sized  Canadian  company.  The  Normandy 

deal  leaves  the  company  independent  and  essentially 
gives  it  the  resources  to  develop  its  new  interests  at  a 
cost  below  that  of  the  mature  ones. 

Robert  Champion  de  Crespigny,  Normandy's  chairman, 
has  long  wanted  to  increase  the  non-Australian  proportion 

of  the  company's  business.  The  TVX  deal  should  bring  the 
proportion  up  to  25  per  cent,  and  he  sees  it  as  a   launch 

pad  for  further  development  in  Latin  America.  "Normandy 
has  to  be  big  to  survive."  he  said.  Some  analysts  argued 
that  he  could  have  bought  the  whole  of  TVX  for  the  same 
US$180m  cash  outlay. 

G3Ban  O’Connor,  London  and  Gwen  Robinson,  Sydney 

* 

GOiyiMOpi^l^PRICES 

BASE  METALS 

LONDON  METAL  EXCHANGE 

(Pitas  from  Amafgamaad  Metal  Trxflng) 

■   AUMBflDM,  9ft7  PURITY  (S  par  tarn) 

Ca* 3   nflta 
Dose 

1301-03 1325-27 Previous 
1291-2 

1314  5 

W&t/kiw 
133277  SM 

AM  Official 
1283-4 

1308-9 Kota  dose 
1330-31 

Open  tiL 303.863 
Total  dal;  tunovei 64.609 

■   AU— IM  ALLOY  gS  par  tome) 
Close 

1 183-88 1203-05 Previous 
1170-5 1191-3 

HtgWtow 
1207/1192 

AM  Official 
1171-2 1192-5 Karti  dose 1207-10 

Open  n. 9291 Ted  rta*j  (umer 
2.010 

H   LEAD  (5  per  tonne] 

Oose 5325-3  5 

540-1 
Pmta» 5275  8.5 

534-5 WgWtow 542/534 AM  Offioal 
528-8S 535-5J Kerb  dose 

S39-40 0p«i  M. 40.097 Total  Mr  turner 11235 

M   MCKEL(S  per  twine) 

dose 
5240-50 5320-25 Rentals 
5165-75 5245-50 

Hgh/kM 532575225 
AM  Offidri 

5205-10 5275-80 Kerb  dra; 
5310-15 

Open  IM. 
71352 

Total  date  unmet 13.119 
M   IM  is  per  tonnei 

Ctase 
5425-35 5460-65 Preriraa 
5441+50 

S47S-BC 
fftjlAw 54705445 
AM  Offldaf 5430-35 5460-65 
Kerb  dose 5460-70 
Opai  1M. 20.972 
Total  date  turner 7,657 

■   ZMC,  special  Ngb  grade  (S  pa  Kwe) 

Dose 1087-68 10855-86 
Rentals 1WM 

1064-5 tfign/tau 1091/1063 
AM  Official 

7060-1 
10785-90 

Kerb  cfcse 
10875-88 

Open  ml 
92923 

Tort  date  Mower 54.382 

■   COPPER,  grado  a   IS  per  limei 
Oose 1521  S-22S 1552-53 
Previous 

1513-4 1543-4 Hltfl/lov 1558nS27 
AM  Official 1504  «.5 

1535-7 Kerb  does 1552-53 
Open  ML 18S.140 
Total  flat*  twnover 61J79 

■   LW  AM  Official  vs  rate;  12125 
UIE  Ootteg  r/s  rata  12160 

Spot  1^179  3   life  1f1S7  5   Dribs:  1 S167  9nte  1 6172 

■   MSI  GRADE  COPPER  (C0MEQ 

£   nil  SFr  eqtfv 

174.55  264.69 

173.98  264.39 

GoUTroy  o2)  S   price 

Close  S170-2KLX 

Opening  3UO-31TO 
Momtag  Rx  28150 

Afternoon  ft*  281.05 

Oar’s  High  3140-31R) 

Oafs  Low  28040-28070 
tottous  dose  202*233  70 

Loco  Lrtn  Mean  Gold  Lendtag  Rates  (Ys  USSi 

1   muffll   , —   4.22  6   menus   ,-„4.10 

2mrtB   ,.4.10  Iff  manors   3   72 
3   mirths    4.16 

Sher  R*  prtray  OZ.  UScfeequtn 
Spot  316.03  509  75 

Star  Lancing  Rates 

1   nwmh   2.40  6   months  . 

2   months   2.00  12  months 

3   maims   ....165 

Sold  Coins  $   prfos 

Kiugerrzd  285-389 

Haw  Smwagn  67-71 

  1   JO 

  050 

£«** 
176-179 

51-44 

Sett  Days  tyc 
P*e  change  Wgh  Im  VdI  U 

Apr  AS-®  *025  6“  65  68  85  185  383 
MflV  68.0)  70  00  68  70  6   665  15.717 
•tan  70.10  +0.25  70.30  69^0  182  2.536 
M   7035  +025  7100  69  50  8.939  33645 
Aug  7095  +030  70.90  70  90  4l  1,595 
Sep  71JS  +0J5  7i«  7Q.6Q  207  5.791 
ToW  16.441 743)61 

PRECIOUS  METALS 
■   LOUDON  BULLION  MARKET 

(Pncffl  aipplfed  by  H   M   RatocMfl 

Jun  36100  +125  36400  350.00  442  2381 

Sep  348.00  +155  35000  34800  6   294 

Dec  34100  +126  -   -   -   126 
Her  33800  +155  15 

Tolal  448  3018 

■   S0JIB)  CCKX  POOD  Troy  02,  Gantfroy  <£j 

Apr 5180  +80 _ 

20  34 

May 

S1BJ  +80  5190 5085  11,801  22073 
Jul 5190  +70  5200 510.0 6.687  34.770 

Sap 

5210  +70  5210 5143 88  8.482 
Dec 5235  +70  524.0 516.0 321  10.991 

Jre 5226  +70 5110 

-   16 

TOM 11364  <0,742 

ENERGY 
■   CRUDE  OIL  WMEX  (1.000  tssrata  SAhtoQ 

latest  Day's 

Ope* 

price  eftange  Hgh LOW Vat  tat 

Jn 1709  +0.03  17.78 1735  501356  1718k 
Jal 17.45  +003  1703 1735  18.739  83906 

Aog 

1752  +0.04  1758 17.12 6991  45.702 

Sep 

1697  +002  1704 1691 5.751  24327 
Oct 16.74  -002  16JW 

16.70 
1341  23.990 

Hn 16.63  +a06  1603 16.60 1.434  24.583 

Total 103221582681 

■   CRUDE  OR.  IK  (Sffianril 

6pm  Oaf* 

Opea 
price  drioga  Mgd LOW Vsi  M 

Jon 1508  -004  15.72 
1538  20949  1022k 

Jd 15.S0  -   1505 
1540 

89H  54958 

Aag 

15J4  -001  1500 1536 1313  25324 

Stei 

1522  -   1528 

15.14 

984  15.920 

Od 15.12  -   15.18 

1595 

426  8384 

Hn 

1503  +0.01  1503 
1499 32  5923 

Total ate  ate 

■   HEATMS  OH.  mUEX  *42000  US  gab;  CAB  gMbj 

Latest  Dafs 

Open price  dienge  Hgh Low Vtrt  hit 

MW 

43.00  +056  4115 4260  11450  22776 

-In 
43.35  +058  4350 

4295 

9330  37.780 Jot 4380  +033  4385 
4145 2570  21801 

teg 

44  40  +033  44^0 

4495 

1397  18,931 

Sop 

44.90  +0.13  4495 
4490 

1334  8375 
Oct 45  70  +023  45.70 

45.70 

1372  6343 
Total 

34947178979 

■   GAS  OH.  PE  fS/tama) 

Sett  Defs 
0pm price  change  Mgb Low Vol  M 

Hta» 

128.«  +055  12955  12790 8.143  34360 
Jon 130 JO  -   130.75  12955 

5.  BSD  27.175 Jut 131.75  -025  13225  13100 

2554  13344 

Aag 

13355  +055  133i0  13555 1141  8397 

sap 

U55S  +050  13550  13450 
1.090  7360 

Oct 

13700  +055  13790  13890 
197  4140 Total 

28317140911 

■   NATURAL  GAS  PE  flOOD  Ihtc  pate  Mt  Banal 

w» 

8550  -0920  9570 9150 100  1.650 
Job 9580+0930  9580 9160 

X   1315 
Total 

eft  nfa 
■   HATUW.  CaS  rM40(  flOOOO  aafitu.  SdnnBtL) 

Latest  Dafs 

Open price  change 

LOW 

Yd  tat 

■lay 

2240  +0941  2249 

2305  56902  37.782 Job 2380+0935  2960 2230  32390  64.409 Jtf 2285+0927  2375 2340 7276  27138 
fe 2375+0930  2380 

2340 1478  19999 Sm» 
2380+0934  2390 2330 

2994  23321 
Od 

2395  +0.029  2400 
2365 

238317.425 Toed 
T1&733347361 

■   (HEADS  GAS0UE 

WTMEX  (42000  US  grib,  cAJS  yilaj 

latest  oaf* 

Open 

price  diange  Wgk Low Vd  M 

May 

5390  +091  53.10 5210  18,218  21948 Jun 
5395  +0.45  5395 

5250  12983  32488 JM 5295  +0.12  S350 
S2K  : 3,067  26388 

Aog 

5240  +007  5250 52J5 
1,038  3601 

Sep 

5193 _ 
631  5.601 OS 

4990  -003  «.90 

4990 

3   2381 

■   SOLD  COUffX  (100  Tiny  az..  Stony  tgj   

Sett  Days  Open 

price  change  High  toe  Vol  tat 

Apr  2622  +10  2822  2B1.fi  7   72 

Hay  2822  +0.8  -   47 
•ten  2815  +OB  2835  281.6  30130  132.4k 

Aag  2854  +09  2853  2818  546  11872 

Oct  287.4  -   -   33  4289 
Dec  2891  +19  289X  2882  ISO  15J07 

Totet  36.985  M4.W7 

■   PIATMUM  HYHEX  (50  Troy  S/tTOY  czj   

Apr  356.5  +22  3565  356.5  8 

JW  3515  +12  357.1  3515  1683  9.711 

Oct  357.0  +1.1  3576  355J)  133  1.562 
Jan  357  7   +1.1  6   140 

TOth  1,823  11,524 

■   PALLADIUM  NfflEX  (100  TroyOLlSftrm  az.1 

GRAINS  AND  OIL  SEEDS SOFTS MEAT  AND  LIVESTOCK 

•   —   e\ln 

■   WHEAT  UFFE  (TOO  tomes;  E   par  tarn) ■   COCOA  LITE  no  tans;  Mome) ■   LIVE  CATTLE’CME  (40JKKRB;  cenMlft  . 
JOTTER  PAD 

Sett  Dafs 

Open 

Salt  Dafs 

op* 
Sett  Dafs 

Open 

price  chaoge  ffigb  Lew IM tat 

lalce  ctenga Hgti 

Low W   tat Price  cfaaage  Hgti  Low  Vol tat 

Mar 

7850  +440  7ES0  7615 112 

1349 

Bay 

667 

-18 

681 

653  3.414  15,433 Apr 66300+0575  86325  66300  1372 

4J71 •x  jr-iar .   - 
Jul 77 JO  +480  77.70  7715 48 

2346 

Jul 695 

-18 

710 630  5391  24,620 

Jte 

61675+4X350  63325  63300  8395 
50.000 

Sep 

7515  +475 - 168 

Sep 

716 

-19 

732 703  2.654  34.018 

Aog 

61 375 +0.175  62.150  81350  1387 
20,752 

•1  •.» 

NO* 7715  +0.75  7730  7730 89 
3342 

Dec 744 

-19 

750 

732  1356  29,004 Oct 64350+0.175  84^0  64300  897 

11909  ! 

. 
Jtao 7930  +450  7930  78.73 25 

677 

Mar 788 

-2? 

785 757  1.707  11544 Dee 61850+0373  56.325  65.900  539 

5354 

-   —   x.b-  _   . 

Mar 8050  +450 
- 124 

•By 

792 

-21 

80S 782 
230  17385 

fab 

67375+0350  67.450  67300  200 
2J06 Total 

274 

8545 

TcM 18373 171382 

Total 

12325 

$8,185 
■   WHEAT  C8T  ftOOOtw  e*c  caiti«0fc  DusHoC ■   COCOA  CSCE  (10  taroca;  Stemaq M   LEAN  HOGS  CME  VWetK  raMH A 

May 

24930  -125  25630  249.00 
2315  19389 

May 

948 

-1 

955 

885 

213  268 

Jbi 

57.7^-0450  58300  57350  6,155 

19349 
T Jd 28400  -330  26730  259.50  11.187  67340 JM 998 

+4 

1009 953  1635  30380 

Jal 

S8J25-0625  39350  5X500  2,126 
7336 

Sep 

270 JS  -125  27675  270.00 996 
7398 

Sep 

1029 

+3 

1040 
S85 608  12,096 

tag 

56300-0.175  90.100  58J550  1317 

7305 Dec 28435  -335  29450  28330 

1381 

18306 Dec 

1073 

+3 

1080 

1032 

133  7334 

Oct 

55350-0375  25350  S300  713 

8358 

^   .-i-  , 

Mar 29430  -330  29930  29430 138 
4345 

ate 

1115 

+3 

1121 1072 104  8,705 

Dec 

K.000  -0350  55300  54325  388 

4,097 

May 

30130  -230 1 

21 

Bay 

1142 

+3 

1145 

UK 

26  4335 

Frii 

57300-03Q0  57300  57^0  24 791 
Por  solutions  to  today’s  crossword  call  0906  843  0060. 

Total 
16.130  117363 

Total 5324  64346 

TPM 

1B^T2 49379 

Calls  cost  60p  a   minute. 

■   MAIZE  CUT  (5300  hi  iffit  ca<3/56ta  tatawf ■   COCOA  fCCOHSOirwtanO ■   POM  BaiCS  CME  (40300*  carttt$ 
w   

T-3&4*  > 

Sap 

Dec 

Total 

219.75  -1.75  223JM  21950  35,162131655 
225.00  -225  239.00  224.75  1738  30.106 
23225  -250  23725  23100  15236  95.717 
24160  -175  245.50  24125  996  15252 
W6JW  -220  2492S  2464W  12  1.632 81,105  341230 

.82474 Pafr     ■   C0FS  URE  (5  tnmec  S/teraia) 

■   BABLET  LFfT  (too  tamax  £   p*  Crane) 

BW 

7430 

-015 

75.00 7435 IS 

70 Sep 

7350 
+030 

- - - 45 

No* 

7515 

+015 
7535 7530 

57 

482 

Jen 

7735 

-035 

- - - 3) 

Ate 

Total 

7935 +035 

" " 

71 587 

May 

1421 

-17 

1430 
1420  1107  17368 

Jol 

1414 

-18 

1420 

1410  1382  28,008 

«ep 

1425 

-13 

1430 

1421  1351  9313 

Nov 

1440 

-1C 

1447 

1435  338  1198 

Jn 

1444 

-12 

1450 1442  84  1.140 

Total 

1448 

-12 

1455 
14S5  6   202 

M46  5M34 

63927  Jot 

A-u 

    Fflh 

Teal 56X50+0.725  57J00  55250  863  1347 

55275+0.125  57200  54230  65  582 

68200-0250  -   68200  5   41 

1248  5,786 

■   SCTAB6AH5  CRT  ftOOBai  min:  carSOTi  MnaQ 

Kay  47820  -300  48420  477.00  9.183  31.420 
Jo4  487.75  -175  404.00  48650  22203  61382 

Aug  49020  -225  49720  49020  820  15.732 

9*  41320  -2.00  500.25  48220  324  5,902 
Do*  50120  -100  50820  50100  5   £77  43284 

Jan  51250  -220  51820  51020  187  2.757 
Totet  365*159236 

■   sprwBua  on.  car  Boocoiasr  ans/ty   

May  1921  -025  2024  1920  7.728  17227 
M   1923  -017  2027  1923  10,762  51,129 

Aag  2023  -0.16  2020  2020  950  9£47 

Sep  2016  -016  2023  2000  152  8221 
Oct  2028  -015  2070  20.15  98  6344 
Dec  2022  -021  2120  70.42  1.329  25.793 
Total  21281  134  JBB 

■   SOYAKAN  MEAL  C8T 1100  tons:  Stm) 

K   CWfff  *g  CSCE  f3720Cte  CBlteteO   

■fa*  10020  +095  10050  9070  353  2255 

tea  100.75  +020  10120  9925  5234  24,783 
Sap  102.45  +085  10225  10120  690  0137 
Dec  104.75  +09S  10515  1(0.75  710  4,770 

M>  10650  +020  10720  10520  28  1191 

May  10030  +020  108 DO  10800  7   419 
Tata!  &£2B  44287 
■   COPFEE  (ICO)  (US  cantapoimQ 

Apr  Z7 

Comp,  dally 
  8188 

  8524 15  day  average   

■   WMTE  8UBAR  UF7£  (50  tonnes  SAorme) 

Oct 
Dec 

*9 

TOW 

1608  -7.4  1662  1812  1232  26.343 

164.3  -5J  1702  1644  119  11,752 
187.1  -42  1702  1672  256  5262 

1749  -42  1782  1752  54  3280 

1782  -16  1B02  1802  6   1263 
1210-12  -   -   179 

2287  49278 

B   SUUR *1V  CSCE  ni2.000Bs  Cfencvna 

May 

1283 

-1.1 

I3U3 
128.7  11395  24,025 

Jul 

1303 

-03 

132.4 

1306  12346  40177 

Bay 

4./2 

-030 

43a 4.6913319  19,787 
1323 

-03 

133.7 1323  713  12.526 JM 4.17 

-018 

430 4.1611322  94139 

Sep 

1316 

-1.1 

1353 1333  073  9313 Oct 464 

-a  12 

4.73 

461  3357  48,591 

Oct 
135.0 

-08 

1363 134  7   382  5.734 Mar 

511 

-0.12 

519 511  1301  24.598 

Doc 
138.0 

-03 

1395 

1376  2,161  176TO 

"By 

555 

-0.12 

5^7 

5l35  SB  4398 
Total 5302  112106 JM 5.48 

-0.12 

537 532  126  2.617 

Hi  POTATOES  UPFE  (20  «mee;£  par  taonw 
Tote 3EU83MBJ79 

May 

170.0 

.   _ . 

49 

Jtm 

1703 

—   - 

- - 

Nte 

750 -   - - 3 

He 
89.1  -109 

-   - - - 

Apr 

99.1  -11.4 

106.0  99.1 £ 396 

Tote 95 445 

■   ntBGHT  (BffEX)  UFFE  (SIQfate  pMnQ 

■   COTTON  NYCE  (502030s;  certataj 

Apr  1000  +11  995  990 

May  1045  +30  1045  1015 

Job  965  +35  9U  930 

520  +10  920  905 
1010  +10 

Jot 

Oct 

Total 

11  951 

45  537 

6   10 

43  566 

-   456 

108  2299 
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Tea  bqm  aw  Tea  Brokers'  Association 
Mombasa  There  was  (air  gawnd  demand. 

Brighter  BPIs  dacSnad  by  up  u   25  cents 
white  mediums  were  IB  carta  easier.  A   tew 

neater  lower  mediums  and  planter  descrip- 
tions ware  deasr  but  others  lost  valua 

w«ht  He  ponest  cometanrd  neglected. 
Selected  best  PFis  wm  dearer  by  to 
13  cents  vrhte  other  brighter  sorts  were 

steadier  by  up  to  10  cents.  Better  medkire 
warn  firm  but  others  kregUarty  easier  by 

up  to  12  earns.  Lower  matSum  BPis  were 

steady  opart  ftrro  poorer  tquoring  descrip- 
tions whtai  were  decanted  by  up  to  25 

certs. 
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CROSSWORD 
No. 9.97 3   Set  byCINEPHTLE 
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S-rl&W 

AU  the  '"birds"  are  Rs  i as  in  22  and  7   down) 
ACROSS 

1   Cries  about  nothing  on  the 

paper  on  June  1st:  they're 
easy  tasks  (4,4) 

5   Wise  men  entertaining 
model  -   they  could  be  easv 

(6) 

9   Compart  with  adhesive,  not reduced  N.4) 
10  Hands  on  hips,  a   pretty  girl replaces  a   bachelor  with  a knight  (6) 

12  Clear,  formerly  with  the 

same  change  for  every- 

body? (9) 

13  Btrd  or  horse  as  a   sideline? 

(5) 

14  Second,  maybe  second 
course,  is  potato  (4) 

16,  20  Bird  -   some  rowans may  fruit  in  a   flash  (7.4; 
19  Peace  or  what  comes  first? couJd  be  another  12,5) 
zi  Bird  on  a   string  (4) 
24  What  rodents  do  with  time 

the  other  way?  Play  tb+* 

guitar?  f5) 
25  Take  Pole  from  dale,  bripf solution  for  chapel  folk  fqy 27  Bird  with  magic  lowers  (6) 
A   Good  height  in  a   rnS* 

means  having  more  light IS) 

29  Bird,  one  of  the  night  ones aid  the  Socialist  writer  (fj) 
80  Sm°ky-  ugly,  and  beer 

swilling?  (4-i) DOWN 

1   Scout  leader,  if  a   boy  is 
given  a   riddle  <g) 

2   Bird,  see  15 ....  (6) 

R   from 

8 

11 

15. ....  whose  strap  has  a 
point  -   hence  David  (5) Bird  causing  excitement  on 

a   road  i7> Renew  your  courage  and 
remove  the  core  14,5) 

Opposite  of 
Am  bridge?  14.4) Bird  of  the  night's  moan  at 
spots  on  TV?  (5.3) untidiness  of  military 

sociability  (4)  y 

2   Bird  of  general  pincer 

movement  (9,6) 

Try  prisoner  first  for  ityai 

^propriety  (8) 

Display  aircraft.  500  in 

hack  One  (3,51 

See  10 

Bird  takes  Trelawney's  part 

S^lS?beaparroU6) 

Bird  thus  put  up  its  quarry 
Bird  of  few  strokes  (5) 

Solution  9,972 
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FINANCIAL  TI
MES  WEDNES

DAY  APRIL  2
*  ,9,9 

...  »S* 

Footsie 
n^ketreport       

By  Stwe  Tkompson*
 

IK  Stock  Market  HHnr   

It  was  a   day  of 
 broken 

records  all  round  for 
 the  two 

main  FTSE  indices. 
 The  100 

and  All-Share  hit  int
raday 

and  closing  highs 
 as  the 

upward  momentum  in 
 global 

stock  markets  gathered
  pace 

yesterday. 

The  FTSE  100  bur
st 

through  the  6,600  le
vel  for 

the  first  time  ever,  but  ju
st 

failed  to  finish  above  
that 

mart  It  ended  the  day  a   net
 

go.Q  ahead  at  a   record 
 clos- 

ing high  of  6,593.6. 

LONDON  STOCK  EXCHANGE 

6,600  in  record-setting FTSE  All-Share  index
 

1 
1 

At  its  best  of  the  session, 

shortly  before  Wail  Street 

opened,  the  index  hit  an 

intraday  peak  of  6,635.9. 

The  soaring  FTSE  100 

index  dragged  the  FTSE  All- 

Share  comfortably  clear  of 

the  3.000  level  it  first  broke 

through  two  weeks  ago. 

The  broad-based  index 

closed  at  a   record  3,039.21. 

up  35.4,  having  hit  an  intra- 

day record  of  3.055.08  during 

the  early  afternoon. 
For  a   change,  mid-cap  and 

small-cap  stocks,  which  out- 

performed the  market  lead- 

ers by  so  Die  distance  during 

the  font  quarter  of  the  year, 
were  left  gasping  by  the 

1   _   The  publishing  and  broad- 

1   tIJXI)  casting  group  said  on  Mon- 

day  that  the  year  bad  started •   well  and  television  revenue 

V*AO>$)lTB^  was  up  12  per  cent  in  the 
*   first  quarter.  United  also 

_   |   |   said  it  had  seen  good  growth 

1-f-n  in  its  US  and  UK  classified 
llvilim  businesses  and  rising  contri- 

butions from  new  magazine 

COMPANIES  REPORT.  ..  .I  ̂ys'ts  said  tbe  shares 
By  Peter  John,  Martin  Brice 
and  Joel  Klbazo 

Glaxo  Wellcome  recovered 
some  of  its  recent  lost 

ground  as  enthusiasm  built 

up  ahead  of  a   major  confer- 
ence on  Friday. 

The  company  is  hosting  a 

presentation  on  its  anti-viral 
arm,  which  covers  influenza, 

hepatitis  B   and  HIV.  It  will 
detail  its  progress  to  more 

than  100  analysts  and  insti- 
tutional investors  at  its  site 

in  Greenford.  Middlesex. 

One  analyst  said  Glaxo 
could  face  tough  questions 
on  sales  of  Lamivudine,  tbe 

hepatitis  B   product  that  has 
just  been  recommended  for 
European  approval. 

The  company  could  also  be 

quizzed  closely  on  tbe  out- 
look for:  Relettza,  the  flu 

product  that  failed  to  get  a 

US  stamp  of  approval  in  Feb- 
ruary. 

The  shares,  which  bit  a 

high  of  £2333  recently,  have 
fallen  sharply  in  the  past 
few  weeks  as  the  economy  is 
seen  in  a   better  light  and 

cyclical  stocks  return  to 

flavour.  Yesterday  they  ral- 
lied 61  to  £19.62. 

United  News  &   Media 

scooped  tbe  Footsie  for  some 
of  the  day  as  investors 

reacted  to  a   positive  annual 
meeting  statement. 

were  already  tbe  cheapest 

among  the  media  sector’s  10 Footsie  members  and  Lorna 
Tilbian  at  West  LB  Panmure 

said  they  were  30  per  cent 

below  her  fair  value  esti- 
mate. 

Parunure  has  been  market- 

ing a   big  review  of  the  sec- 

momentum  of  the  front-line 
stocks. 

But  the  two  junior  indices 
nevertheless  continued  to 

make  excellent  progress,  the 
FTSE  250  finishing  the  day  a 

net  20.1  higher  at  5,81)8.?, 

having  hit  5,814.8  at  best, 
while  the  FTSE  SmaUCap 

settled  &55  better  at  2^42.4, 
a   fraction  below  the  session 

high  of  2.542JL 

Unlike  the  FTSE  loo  and 

AH-Share  indices  the  mid 

and  small -cap  remained  well 
below  their  respective  record 

closing  and  intraday  peaks. 

The  250  readied  a   record 

close  of  5,966.6  on  June  9   last 

year,  having  touched  an 

tor.  which  has  United  as  one 

of  its  core  buys,  and  other 
brokers  were  also  turning 

more  positive. 

HSBC  upgraded  the  stock 

from  “hold”  to  “buy”  with  a 

725p  price  target  and  Merrill 

Lynch  moved  to  “trading 
buy”  from  “accumulate”. 
The  shares  ended  37  higher at  655p. 

Vickers  started  the  ball 

rolling  on  the  engineering 

sector's  trading  updates  with 
the  bullish  tone  that  some 

analysts  had  been  forecast- 
ing. The  shares  were  among 

the  better  performers  in  the 
MidCap  index  as  they  rose 

almost  5   per  cent  or  8   to 
171p. 

intraday  record  of  5,970.9  the same  day. 

The  SmaUCap,  meanwhile, 

achieved  a   record  close  of 

2,792.7  on  May  26  last  year, 
as  well  as  an  intraday  peak 

of  2,7933. The  driving  force  behind 

the  market's  latest  upsurge 
was  a   mixture  of  renewed 

exceptional  strength  on  Wall 

Street,  news  and  rumours  of 
takeovers  and  mergers  and 

the  momentum  argument 
Dealers  also  said  that  the 

“Warren  Buffett”  factor  con- 
tinued to  intrigue  market 

observers,  who  were  con- 
tinuing to  try  to  unveil  the 

target  of  Mr  Buffett's  invest- 

ment intentions  in  the  UK 

Although  the  Dow  Jones 
Industrial  Average  moved  up 

a   rather  sedate  28  points 

overnight,  it  was  the  accom- 
panying stunning  perfor- mance of  technology  and 

internet  stocks  that  drove 

the  Nasdaq  Composite  and 
the  S&P  500  to  record  highs. 

That  performance  demon- 
strated the  complete  rehabil- 
itation of  a   sector  that  was 

hit  by  a   substantial  burst  of 

profit-taking  only  weeks  ago. 
Wall  Street  continued  its 

drive  into  previously 

unknown  territory  yester- 

day, lifted  by  highly  encour- 

aging first-quarter  results 

Best  and  worst  performing  FTSE  sectors 
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Several  other  leading  engi-  It  emerged  earlier  this 

neers  also  had  a   strong  day.  week  that  Airtours  had  bro- 
TI  Group  gained  25%  to  495p,  ken  off  a   takeover  approach 
while  Charter  gained  23%  to  to  First  Choice  last  month 

453‘Ap.  when  the  latter  announced  a 
Vickers  said  its  first  half  £1.5bn  merger  with  Kuoni  of 

would  be  "exceptionally  Switzerland, 

strong”  while  the  second  Evidence  of  the  market’s 
half  should  be  stronger  than  continuing  appetite  for  any- 
the  same  period  last  time.  thing  to  do  with  the  internet 
The  stock  has  fallen  from  came  with  the  surge  in 

248p  in  the  past  year  as  engi-  retailer  Kingfisher.  The 
nee  ring  stock  has  fallen  out  group  said  it  was  launching 

of  favour  with  Investors,  a   pan-European  free  internet 
However,  the  swing  into  access  service  with  French 
cyclical  stocks  has  seen  it  group  Arnault, 

recover  some  of  its  under- 
performance against  the  himm. 

market.  In  particular,  the  KmflfiSIlfir  JUITipS 

from  AT&T,  posting  a 

three-figure  advance  not 

long  into  the  US  session  and 

pushing  through  10,800 

before  coining  off  its  best 
levels  as  London  finished. And  there  was  more 

intense  takeover  specula- tion, with  tbe  quoted  travel 
companies  attracting  keen 
interest  on  the  prospect  of 

Airtours  launching  a   hostile 
bid  for  First  Choice  in  the next  few  days. 

The  latter  has  already 

announced  a   merger  with 
Kuoni  and  a   hostile  move  by Airtours. 

Turnover  in  equities  was 
l.lbn  shares. 

Severn  Trent  moved  for- 

ward 25  to  825ftp  ahead  of  a 

presentation  tomorrow  to 
analysts  about  its  waste business. 

Buying  by  income  funds ahead  of  the  release  of  a   12p 

special  dividend  on  May  10 
saw  energy  services  group 
Centrica  move  up  2   to  124Vip 

on  hefty  turnover  of  39m.  In 
addition,  the  management 
have  been  telling  an  upbeat 

story  to  institutions. 
SmifiiKiinp  Beecham  ben- 

efited from  broker  support 

following  US  recommenda- tion of  its  Avandla  diabetes 

treatment  last  week.  Gold- 
man Sachs  upgraded  its 

earnings  per  share  estimate 
for  next  year  almost  4   per 
cent  to  27J.p  and  for  2001  by 

5.4  pm-  emit  to  31.2p. 

And  Sutherlands’  newly beefed-up  pharmaceuticals 

team  reinforced  its  “buy” 
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past  few  weeks  have  seen  it 
outperform  by  15  per  cent 

The  strong  run  enjoyed  by 
Invensys  ran  out  of  steam  as 

it  edged  down  21^4  to  315%p. 
Tbe  market  spotlight 

turned  to  the  tour  operators 
as  rumours  of  a   bid  swept 

through  the  market  late  in the  day. 

Talk  suggested  Airtours 
was  lining  up  a   hostile 

approach  lor  First  Choice, 
which  it  failed  to  acquire  In 
1993.  Shares  in  Airtours 

hardened  a   penny  to  close  at 

453ttp,  while  Its  potential 
target  ended  the  session  5 
ahead  at  I96p. 
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The  service  to  be  called 

Liberty  surf  follows  in  the 
footsteps  of  electrical 
retailer  Dixons,  which  saw 

its  shares  soar  following  last 

September's  launch  of  its 
Freeserve  internet  service. 
Libertysurf  will  initially  he 
made  available  through 

Kingfisher's  Darty  chain  of electrical  stores  in  France. 

The  stock  jumped  46  to 

882p,  with  sentiment  boosted 

by  a   buoyant  first-quarter 

trading  update  late  on  Mon- 
day from  home  improve- ments unit  Casio  rams 

Dixons  continued  to  be  the 

subject  of  profit-taking  and 
the  shares  yesterday  lost 

another  62  to  £13.21. 

WPP,  a   strong  performer 
last  week,  added  6%  at  56fTAp 

following  encouraging  first- 

quarter  figures. 
BSkyB,  which  announced 

it  was  losing  its  second  chief 
executive  in  as  many  years, 

came  off  the  top  to  close  9 

higher  at  579*Ap. 

stance  with  an  in-depth 

Irai 

mm 

^m
 

dose 

review  of  the  company  anri 

pte 

PM 

OP 

18 09 

once 

Ml 
09.  Ere 

RE 

its  key  “drivers  for  growth”. 
p 

op 

ffmj 

tfiBh 

low Stack P Or. 

cov.  yU 

Tbe  shares  lifted  6   to  869^p. 

s- 

ff. 260 I48fe 

1429 

inftrej  tamel 
1424 

-1 

- 

-   - 

- 

The  long-anticipated  move 108 FP. 140 95 a 

arSrtCssVCT 

95 - 

'   - 

to  deliver  to  shareholders  in ” FP 
FP 

038 
1B6 

IZ* 

118b 

IZfc 

959 

I12h 
. _ 

Acorn,  the  software  group. .   «. FP 

014 

27 

179 
Do  Wits 

254 

+9 

- - - 

the  full  value  of  its  stake  in  ' 
§ FP 

261 

no 

105 

BMutfilncfiM 

no 

+b 

- - " 

Arm  Holdings  came  at  last 
§ 

FP 

FP 
185 

10BK 

885 
1009 
548 Etasu^i  *4  ZDP 

FtenOg  BE  !Ms2006 

1069 
546 2205 

-   63 

I 

when  Acorn  accepted  a   com- I 

FP 

221 111b 

S8b 

fenreMpIc 1104 

+b 

K70 

-   65 

- 

plex  takeover  bid. 
- 

FP 

109 109b 

1019 

DdZbbDUM 

109 

- - “ 

Arm  shares  have  more 

.   “ 

FP 

FP 

mi 

169 

181 

100 

1009 
too KaBs  Mb  CUn  P> 

MntBB2«cr 

1009 

100 612 

-   6.1 

: 
than  tripled  in  the  past  year. 

I 

FP 

161 

1E5 142 
SsirRcfiidd 

142 

-5 

- - 
242 

leading  to  an  anomalous  sit- uation In  which  the  24  per 

.   £ 

FP 
FP 
FP 

>70 

10) 

1879 
100 
8 

55b 

100 

6 
tsporb  kdemsl 
TibBiVCr 

IVbjBjeraJOO 

1939 

100 
8 

-3 

; 

-   - 

_ 

■   4i  .   *   ' 

-:J  :   i:  ■'= 

    Jn. 

■   -- 

      *.>*  _ 

cent  stake  in  Arm  that 

Acorn  owned  was  worth  35 

per  cent  more  than  the 

entire  market  capitalisation' 
of  Acorn.  Arm  dosed  down 

almost  5   per  cent  or  32V£  at 

665p,  at  which  price  it  val- ued Acorn  at  266p.  Acorn 
was  ahead  9%  at  254%p. 

Plans  for  disposals  at 

spirits  giant  Diageo  cheered 
investors,  helping  lift  the 

shares  30  at  718'Ap. 
Tele vision  company  Flex- 

tech  continued  to  attract 

buyers  following  positive 

press  comment  and  a   bro- 
ker's recommendation  ear- 

lier this  week.  The  shares 
jumped  50  or  nearly  6   per 

cent  to  901p.  the  best  per- 
former in  the  FTSE  250. 
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STOCK MARKETS 
  -       7.       .7  J   A   •   emergingjwrketfows 

Pick-up  m   sentiment  aids  Europe  and  Asia  ̂ ew'  optimism 

i> 

^mJJOVHWlEW     

Equities  pushed  higher  on
  a 

broad  front  yesterday.  Wal
l 

Street  showed  renewed  vig
- 

our in  early  trading,  Paris 

rose  to  a   record  high,  and 

the  mood  in  Asia  stayed 

xjpbeat,  writes  Jeffrey  JBmwn. 
gfl  mingfi-driven  gains  for 

US  equities  set  the  seal  on  a 

strong  session  in  Europe, 

where  Paris  led  the  euro- 

zone pact  with  a   2L5  per  cent 
advance. 

Although  it  was  a   record, 

volumes  were  far  from  con- 
vincing with  just  17.1m 

shares  traded  on  the  bench- 
mark CACMO  index. 

European  sentiment  has 
improved  significantly  over 

the  past  month,  however. 
The  broad  economy  remains 
subdued  and  the  round  of 

downgrades  earlier  this  year 

remain  fresh  in  the  market’s 
memory.  Yet  it  la  clear  the 
forecast  trend  is  now  show- 

ing much  great©-  stability. Merck  Finch  make  the 

point  that  unattractive  bond 
markets  are  driving  liquidity 

into  equities. Since  they  still  enjoy  a 

decent  risk  premium,  equi- 
ties “remain  the  more 

favourable  asset  class  in  a 

world  where  inflation  might 

tick  up  a   little’',  the  German private  bank  says. 

Hopes  for  some  good  news 
in  France  tomorrow,  when 
the  latest  industrial  survey 

appears,  was  one  of  the  fee- tors  driving  shares  in  Paris. 
ABN-Amro  in  its  weekly 
Euro  Vision  report  expects 
the  INSEE  survey  for  April 

to  “show  that  the  recovery 
in  industrial  confidence  is 

about  to  begin”. 

Asia  also  continued  to 
attract  willing  buyers, 

although  the  performance 

(karts  suggest  that  market 
selection  is  paying  an 

increasingly  important  role 

in  investors’  strategy. 
Sydney  hit  a   record  for  the 

fourth  day  running  and 
Seoul  is  up  more  than  a 
third  in  dollar  terms  this 
year.  On  the  same  dollar 
basis,  Kuala  Lumpur  and 

Jakarta  have  only  managed 
gains  of  5   per  cent  and  9   per 
cent  respectively. 

The  latest  broker  to  take  a 
more  selective  approach  to 

the  region  is  BNP  Prime  Per- 
egrine Securities,  which  has 

moved  from  “underweight" to  “overweight”  on  Malay- 
sian equities.  It  predicts  a 

liquidity  boom  for  Kuala 
Lumpur  over  the  next  six  to 

pinp  T^nrrthg, 

lifts  Argentina 

Dow  climbs  Heavyweights  help  Paris  peak 

despite  hi-tech 

profit-taking 

EUROPE 

AMERIC AS   

US  shares  were  embroiled  in 
a   two-way  tussle  in  early 

trading.  Computer-related 
shares  were  hit  by  profit- 
taking  while  blue  chips  con- 

tinued to  rally,  writes  John 
Labote  in  New  York. 

The  Dow  Jones  Industrial 
Average,  up  100  points  in  the 
first  hour,  was  57.85  ahead  at 
10,776.44  at  midsessiaiL  The 

broader  Standard  &   Poor’s 500  index  was  off  less  than 
one  point  at  1.359.32,  after 
Monday's  closing  record. 
A   series  of  earnings 

reports  helped  bolster  sev- 
eral Dow  stocks.  DuPont 

gained  Sift  to  $68%  and  tele- coms leader  AT&T  rose  Sft 

to  $53%  after  both  companies 
reported  stronger  figures 
than  expected. 

Weighing  on  the  bluechip 
sector  was  entertainment 
company  Walt  Disney,  which 
slid  5.5  per  cent  or  $lft  to 
$33ft  after  a   sharp  drop  in 
quarterly  earnings. 
Cyclical  and  Industrial 

shares  were  strong  gainers, 
with  Alcoa  up  4.8  per  cent  or 
$2ft  to  $55  ft.  Caterpillar 
gained  $2ft  to  $64ft  after 

announcing  a   large  technol- 
ogy agreement. 

Toys  R   Us  surged  $2ft  to 
$23 ft  after  the  retailer 
announced  a   shake-up  in  its 
approach  to  the  intemeL 
Computer-related  shares 

were  mostly  lower  on  profit- 
taking, dragging  the  Nasdaq 

composite  down  38.77  or  1.46 
per  cent  to  2,613.28. 

Software  and  semiconduc- 
tor shares  were  lower,  with 

Microsoft  down  $3ft  to  $84ft 
and  Motorola  off  $2%  to 

$79%.  Networking  products 
leader  Cisco  Systems  was  off 

$3%  to  $114'/4. 

Against  the  trend,  Apple 
Computer  surged  7   per  cent 
or  $3  to  843 after  Goldman 
Sachs  added  the  company  to 

its  recommended  list.  But 
Dell  Computer  lost  4.6  per 
cent  or  S2ft  to  $42%. 
Small-company  shares 

were  lower,  sending  the  Rus- 
sell 2000  index  down  less 

than  one  point  to  434.75. 
Internet  stocks  sold  off  after 
their  strong  run  on  Monday. 
America  Online  was  the 
most  actively  traded  stock 
on  the  NYSE,  down  $3%  to 
1156%  ahead  of  its  earnings 

report,  expected  after  market 
close. 
Online  advertising  com- 

pany Doubleclick  fell  $22ft 
or  13  per  cent  to  $148ft  after 

reporting  its  results.  Razor- 
fish  soared  $16ft  from  its 
offer  price  to  trade  at  $32  ft 
on  the  launch  of  its  initial 

public  offering. 

TORONTO  ran  into  profit- 
taking  in  early  trading.  The 
telecommunication  sector 
was  the  main  focus  of  inves- 

tor attention  and  the  300 

composite  Index  was  off  4.08 
at  7,04840  at  noon. 

Telecoms  backtracked  rap- 
idly. BCE  lost  C$1.65  at 

C$73.10  and  Northern  Tele- 
com came  off  C$3.95  at 

C$105.60.  Among  energy 

leaders.  Petro-Canada  gave 
up  20  cents  at  C$1845. 

Banks  were  mixed.  Toron- 
to-Dominion  rose  90  cents  to 
C$80.40,  but  Royal  Bank  of 
Canada  shed  50  cents  at 
C$75.10.  Canadian  Imperial 
dipped  10  cents  to  C$38. 

In  industrials,  Alcan  Alu- 
minium hardened  70  cents  to 

C$42.60.  Golds  made  a   strong 
start  Barrlck  rose  C$1.40  to 

C$29.25,  while  rival  gold  pro- 
ducer Placer  Dome  gained  95 

cents  to  C$19.60. 

Despite  a   late  bout  of  profit- 
taking,  PARIS  managed  to 
hold  on  to  most  of  its  session 

gains,  hitting  its  first  life high  this  year. 

The  CACMO  closed  106.5a 

or  2.5  per  cent  higher  to 
4J390.92,  posting  the  biggest 

rise  in  Europe,  albeit  in  sub- 
dued trading  volumes. 

Index  heavyweights  pro- 
vided most  of  the  support, 

with  France  Telecom  con- 
tinuing to  recover,  up  €2.65 

to  €79.25. 
Renault  rose  robustly, 

adding  €L95  or  5.3  per  cent 
to  €38-90  after  Louis 
Schweitzer,  its  chairman, 
hinted  that  the  company 

might  sell  its  stake  in  the 
troubled  truckmaker  Nissan 
Diesel. 
Defence  stocks  were 

boosted  by  the  military 
intervention  in  Kosovo  and 
hopes  of  renewed  merger 
and  acquisition  activity  in 

the  sector. 
Lagard&re,  due  to  cede  Its 

defence  unit  to  state- 
controlled  Aerospatiale,  rose 

€3.09  or  9.3  per  cent  to  €3&5G 
while  Thomson  CSF  added 

€1.05  to  €29.30. 
Synthelabo  and  Sanofi 

rose  healthily  following  a 

sharp  drop  last  month  when 
the  European  Commission 
decided  to  withdraw  its 

approval  for  their  merger. 
Traders  said  the  rise 

suggested  Synthelabo’s  deci- 
sion to  sell  part  of  its  activi- 

ties may  allow  the  project  to 
go  ahead.  Sanofi  was  up 
€9.90  or  6.8  per  cent  to 
€154.90  while  Synthelabo 
advanced  €17.50  or  9.4  per 
cent  to  €203. 

Canal  Plus  emerged  as  one 

of  the  day’s  few  losers,  down 
€5.70  to  €273  after  Telecom 
Italia  sold  a   stake  in  its  pay 

television  operation  to  News 

Corp.    

FRANKFURT  rose  95.69  to 

5,364.81  on  the  Xetra  Dax 
index  for  a   two-day  advance 
of  2.4  per  cent 
Banks  were  a   strong  mar- 

ket. Dresdner  rose  €2.74  to 

Laganttre 
Stare  price® French  stock  market 

CAC  40  index 

Tbomson-CSF 

'   ‘   Stare price® 

SkwacQMHHKV 

European  markets  continued  to 
rise  yesterday,  helped  by  a 

strong  start  on  Wafl  Street  and 

dips  that  tire  Serbian  leader- ship was  begnOng  to  fracture 
over  (Sato's  nterventton  in  Kos- 
ovo. 

The  FT5E  Eorobfoc  100  index, 

which  covers  leading  compa- 
nies hi  the  era-zone,  dosed 

20.79  or  2   per  cent  higher  at 

1.083.70. 
The  FTSE  Eurotop  100,  cover- 

ing countries  inside  and  outside 
Emu,  daubed  4&41  to  3JH4JK 
while  the  broader  FTSE  Eurotop 
300  settled  20.16  higher  at 

1.327.70. 
For  hd  FTSE  European  ikS- ces  see  Euro  Markets  page. 

following  a   better  than 
expected  first-quarter  sales 

report. 

Sportswear  leader  Adidas 
Salomon  gained  €5.70  to 
€95220.  BMW  was  a   rare 
weak  feature  among  motors, 

slipping  €3.95  to  €674.05. 
AMSTERDAM  ended  with 

the  AEX  index  up  8.63  at 
574.41,  within  one  point  of  its 
best  of  the  session. 

Among  mixed  financials 
Aegon  managed  to  drive 
ahead  to  €85225,  a   gain  of 

€3.20  or  35  per  cent.  Hein- 
eken  gained  €L80  to  €49  and 
Hoogovens  rose  €1.40  to 
€39.55  after  a   leading  broker 
was  said  to  have  turned 

more  positive  on  steel 
stocks. 

index  to  7,377.3  reflected 

strong  demand  for  selected 
blue  chips  and  not  the  Inroad 
market. 
Banks  came  back  into 

focus  with  DBS  rising  SFrlO 

to  SFr520,  trading  ex- 
dividend,  and  CS  Group  SFr8 

higher  at  SFr300.50. 
Among  other  financials, 

Zurich  Allied  remained  a 

strong  performer,  adding 
SFr39  to  SFr989  ahead  of 

results  for  1998  due  on  Fri- 

day. 

Pharmaceuticals,  the  stars 

on  Monday,  continued 
higher.  Roche  added  to.  the 

previous  session’s  4.3  per cent  rise  with  another  of 
SFzSOO  to  SFrT8,15Q. 
The  stock  was  still  said  to 

be  benefiting  from  US  mar- 

keting approval  for  its  poten- 
tial blockbuster  anti-obesity 

drug.  XenecaL  Novartis  rose 
SFr38  to  SFl2,277. 
Swatch  Group  eased  SFr4 

to  SFr 1,005,  having  run  into 
technical  resistance  above 
SFr 1,000. 

Swisscom,  which  gained SFr2i  on  Monday  on  hopes 

related  to  the  prospects  for 
its  internet  business,  put  on 
SFri6  to  SFT585. 
BULAN  closed  near  its 

highs  for  the  day,  boosted  by 

the  performance  of  telecoms 
and  some  banks.  The  Mibtel 
index  registered  a   rise  of  436 
or  L8  per  cent  at  25,024- 
San  Paulo-IMI  put  on  422 

per  cent  as  the  market  gave 

its  approval  to  the  bank's, decision  to  withdraw  its 

share  swap  offer  for  Banda 
Di  Roma,  which  was 
unchanged  at  €L59. 

HELSINKI  was  powered 
by  market  behemoth  Nblpa, 
whose  2 K   per  cent  rise  sent 

Johannesburg  was  dosed  yes- 
tuntoy  for  a   pubfic  hofiday. 

the  HEX  index  up  12X34  or 

L8  per  cent  to  8343.74,  post- 
ing one  of  the  biggest  rises In  Europe. 

Shares  in  the  telecom 

equipment  company  were 
€2  30  higher  to  €74.50  on 

continued  optimism  follow- 
ing good  first-quarter  figures released  last  week. 

.   Bat  overall  volumes 
remained  low  as  investors 
awaited  a   batch  of  company 

results  to  be  published  later 
in  the  week,  starting  with 

Tieto  and  Merita  Bank 
today. 

Tieto  forged  €2^5  or  63 

per  cent  ahead!  to  €38.05 
wbile  Merita  added  21  cents 
to  €5.50. 

Written  ami  odtsd  by  Michael 

Morgan,  Bertrand  Benoit;  Peter 
Hafl  and  Paal  Brogan 

Industrial  produ
ction  is 

through  the  floor^e.ac
Ul^ 

companies  are  strug
gling  to 

my  their  debts,  and
  a   promi- 

nent local  economist  h
as 

issued  a   grim  warni
ng  about 

Argentina's  lack  of
  competi- 

tiveness. The  outcome  of 

presidential  elec
tions  in 

October  remains  an
yone  s 

guess.  As  for  first
-quarter 

company  results  -   fra
nkly  it 

would  be  better  not  t
o  ask. 

The  bad  news  has  c
ome thick  and  fast,  but  on  the

 

floor  of  the  Buenos  Air
es 

stock  exchange  brokers  ha
ve 

a   new  spring  in  their  step.
 

The  Merval  index  has 
 bro- 

ken out  of  the  narrow  390-400 
trading  range  it  has  been 
stuck  In  for  most  of  this  year 

to  top  the  500  level. 

While  last  week  saw  some 

profit-taking,  the  new  mood 

of  cautious  optimism  has  left 

some  stocks  with  impressive 

gaiim.  steel  and  cement  com- 

panies have  led  the  way, 
with  a   clutch  of  banks  not 
Car  behind. 

Steelmaker  Siderar  ended last  week  more  than  100  per 

cent  up  on  the  previous 
TFyyrtfr,  while  Siderca,  which 

makes  seamless  tubes  for 

the  international  oil  indus- try, was  up  more  than  50  per 

cent.  - 
Have  foreign  funds  come 

to  the  rescue  of  the  market, 
on  the  back  of  improving 
sentiment  on  Latin  America? “I  don't  believe  the  foreign- 

ers are  here  yet  In  a   big 

way,”  said  -Christopher 
Ecclestone  of  Buenos  Aires 
Trust  Co.  “The  local  pension 
funds  bad  a   lot  of  cash  in 
hand,  and  it  has  been  going 

into  equities." 

The  hope  is  that  foreign 

buyers  will  be  tempted  back 
into  Buenos  Aires  in  force. 

After  the  recent  rally,  Argen- tina is'  still  only  catching  up 

with  the  bigger  regional 
maikets.  The  Merval  closed 
last  week  up  is  per  cent  so 
for  this  year,  against  38  per 
cent  in  Mexico. 

One  of  the  main  positives 
for  the  market,  apart  from 
the  turnaround  in  sentiment 
on  Brazil,  is  the  improving 
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oil  price,  which  benefits 
val  heavyweights  YHP  and Perez  Companc.  .   ;   . 
There  is  also  a   growing 

feeling  that  the  worst  of  the 
recession  may  be  over.  The 
construction  sector  in  partic- 

ular has  been  defying  the 

general  gloom. 

However,  the  market  has 

had  to  discount  a   lot  of  bad 
news  to  advance  even  fids 

far.  Industrial  production 
fell  115  per  cent  in  March, 

the  government  annouiieed last  week.  Leading  industrial 

holding  company  Sodedaft 
Comerdal  del  Plata  shocked, 

the  market  this  month  when! 
It  failed  to  meet  a   $25m  band 

repayment  due  to  cashflow 

problems. 

Ricardo  LOpez  Murphy,  an 

economist  linked  with  the 

opposition  Alliance,  created 
controversy  with  a   stark 

warning  that  salaries  would 
have  to  fell  sharply,  to -help 
re-establish  competitiveness 

after  devaluations'  .in  Brazil 
and  elsewhere.  He  added 

warnings  on  Argentina’s 

mounting  indebtedness.  - 
For  now,  however,  the 

market  appears  ready  to  give 

more  weight  to  the  view  that 

better  times  are  just  around 

the  corner.  Local  analysts  ill1 
agree  a   period  of  calm,  is needed  in  international  mar 

kets  to  consolidate  the  rally.' But  a   farther  setback  in  Bra- zil would  doubtless  bring  fee 

bears  out  of  hybernation. 

S'- 

Ken  Wan 

^   |   |   m   j/i  C9UUC1  iuoc  MJ  ELM  jumped  €135  or  4.8 

I   pnrrj}  I   r>£l  n   K   PT*  *1  Q €4JJ39  wfole  Deutsche  Bank  per  cent  to  €29.45  on  the V/Vilti  UUUIVV/I  O   Ul x   VJl  in  ho»vw  minm*  ML  news  that  the  airline  plans 
to  sell  its  US  travel  services 

sends  Sao  Paulo  down 
SAO  PAULO  turned  negative 
as  investors  continued  to 

digest  news  of  the  arrest  of 

Francisco  Lopes,  former  cen- 
tra] bank  president,  late  on 

Monday.  Mr  Lopes  is 
accused  of  having  leaked 
information  to  some  hank* 

ahead  of  the  Real's  devalua- 
tion earlier  in  the  year. 

The  Bovespa  index  was  54 
or  0.5  per  cent  lower  to 
10.744  at  midsession,  despite 
a   sharp  rally  in  early  Wall 
Street  trading. 

MEXICO  CITY  was  little 
changed  at  midsession  as 
investors  refused  to  follow 
the  lead  from  New  York 

amid  falls  in  most  neigh- 
bouring markets.  The  EPC 

index  was  moving  sideways, 
down  0216  to  5,40531 

SANTIAGO  underper- 
formed the  region,  shedding 

1.99  or  1.7  per  cent  to  115.73 
on  the  IPSA  index  as  data 

showed  a   rise  in  unemploy- 
ment this  year  and  a   fell  in 

March  industrial  production. 

surged  in  heavy  volumes  fol- 
lowing the  pricing  of  its 

€lbn  rights  issue.  The  share 
issue  was  priced  at  €50  and 
the  stock  ended  €254  better 
at  €53.95  in  4.6m  shares 
traded. 
Elsewhere  among  the 

heavyweights.  Deutsche 
Telekom  was  the  subject  of 

mounting  speculation  that 
the  planned  merger  with 
Telecom  Italia  would  eventu- 

ally be  abandoned  on  regula- 
tory grounds.  Telekom 

Jumped  €2.01  to  €37.90. 
Retail  giant  Metro,  which 

stood  at  €78230  earlier  this 

year,  bounced  €3.62  to  €6758 

unit 
Baan  came  off  65  cents  to 

€7.95  with  sentiment  ahead 

of  the  first-quarter  results 
not  helped  by  talk  that  the 

group  had  lost  a   ELM  con- 
tract Ahold  hardened  30  cents  to 
€35.05  following  an  upgrade 
to  “add"  at  Dresdner  Bank 

plus  a   resurgence  of  talk 
that  the  retailer  was  poised 
to  announce  a   sizeable 

acquisition. ZURICH  was  also  higher 

although  dealers  noted  that 
a   rise  of  122.6  in  the  SMI 

Seoul  soars  to  30-month  high 
ASIA  PACIFIC 

Persistent  talk  of  an  Asian 

recovery  kept  SEOUL  surg- 
ing. The  market  breached  its 

1997  pre-crisis  level  and 
closed  at  its  highest  since 
late  October  1996. 
The  composite  Index  rose 

17.68  or  23  per  cent  to  793.98, 

powered  by  abundant  liquid- 
ity and  easing  concerns 

about  labour  unrest.  Volume 

hit  a   record  WotvUUObn,  for- 
cing the  exchange  to  close  30 

minutes  late. 
Buying  orders,  mainly 

from  foreign  investors,  con- 
centrated in  blue  chips. 

Cheil  Jedang  closed  off  its 
higbs  at  Won70,000,  up 
Won9,000,  while  Shinhan 
Bank  added  Won 7 00  to 
Wonl4,950  and  Samsung 
Corp  Won2,150  to  Wonl8,100. 
TOKYO  ended  slightly 

higher  after  trading  in  a   nar- 
row range,  but  still  closed 

just  short  of  the  17,000  mark, 
writes  Bethan  Button. 
The  market  was  given  an 

early  boost  by  the  previous 

day’s  rise  on  Wall  Street,  but 
poor  retail  sales  figures 
released  later  in  the  day  led 
to  some  caution.  The  Nikkei 

225  average  finished  at 
16357.27.  up  38.76,  after  hit- 

ting a   high  of  17,069.72 
shortly  after  opening,  and 
touching  a   low  of  16.934.52  in 
the  afternoon. 

Traders  do  not  expect  the 
market  to  venture  much 

beyond  that  range  this  week 

Stare  price  and  Met  rebased 

as  Japan  is  winding  down 
for  the  annual  Golden  Week 

cluster  of  holidays,  the  first 
of  which  is  tomorrow. 

The  Topix  index  of  all 
first-section  shares  gained 
6.58  to  1,350.42.  while  the 

capital-weighted  Nikkei  300 
improved  1.97  to  270.6L  In 
spite  of  overall  gains,  losers 
outnumbered  winners  598  to 

575,  with  141  unchanged. 

Trading  volume  rose  to  633m 
from  563m  on  Monday- 

Banks,  brokers  and  ship- 
pers all  showed  gains  but 

department  stores,  super- 
markets and  convenience 

stores  were  hit  by  the  retail 

sales  figures,  which  showed 

that  hopes  of  a   domestic  con- 
sumption-led recovery  were 

still  far  from  realisation. 
Retail  sales  fell  4.3  per  cent 

over  the  year  to  end  March. 

Losers  included  Mitsuko- 

stai,  down  Y10  to  Y331,  Tak- 
ashimaya. down  Y31  to  Y991. 

and  Seven  Eleven  Japan, 
down  Y100  to  Y9.830. 

Eanebo,  the  cosmetics 

group,  benefited  from  news 
of  a   raised  profit  forecast  for 
the  last  financial  year.  The 
shares  closed  Y25  higher  at 
Y210.  In  Osaka,  the  OSE 
gained  3&94  to  182236.17  in 
volume  of  27m. 
SYDNEY  cruised  to  a 

record  high  for  the  fourth 

day  running  with  the  All 
Ordinaries  index  up  155  at 
3.1452L  Among  heavyweight 

gainers,  BHP  added  43  cents 
at  A$16.37  and  Telstra  23 
cents  at  A$8.47.  In  banks, 
ANZ  rose  26  cents  to  AS12.45. 

Wans  for  a   A$210m  merger 
with  the  Sydney  futures 

exchange  sent  the  Austra- 
lian stock  exchange  rapidly 

ahead.  It  closed  up  AJ1.85  or 

14  per  cent  to  AS15.10. 
BANGKOK  made  further 

strong  gains,  courtesy  of  an 
upbeat  session  for  banks 
where  buying,  was  again 
heavy  on  hopes  for  an  early 

unwinding  of  the  sector’s bad-loans  position.  Brokers 
said  the  focus  had  shifted  to 
second-line  banks.  Bank  of 

Ayudhya  jumped  Bt2^0  to Btl6.75. 

The  benchmark  SET  index 
ended  9.65  or  23  per  cent 
higher  at  425233  in  active 
turnover  of  BtlSJbn. 

HONG  KONG  put  on  13 
par  cent  as  technology- 
linked  stocks  drew  strength 

from  the  overnight  Nasdaq 
record  and  investors  sought 

out  underperformers  follow- 

ing the  market’s  rally  to  IS- month  highs.  The  Hang  Seng 
index  rose  237.77  at  13364.79, 
off  a   high  of  13,409.99  in  solid 
turnover  of  HK$9.5bn. 

Among  the  main  beneficia- 
ries of  the  technology  buy- 

ing spree  was  Wharf  (Hold- 
ings), which  soared  HKS2.05 

or  115  per  cent  to  HKS19.90. 

Its  Hong  Kong  Cable  Televi- 
sion business  said  on  Mon- 

day that  its  cable  modem 
network,  a   high-speed  net- work allowing  speedy  access 

to  the  internet,  would  be 
ready  for  launch  this  year. 
MANILA  saw  strong  local 

and  foreign  demand  which 
offset  some  profit-taking, 
allowing  the  composite 
index  to  close  comfortably 
above  the  2,400-point  barrier. 

Investors  bought  mostly 

second-line  issues  as  they 
have  already  invested 

heavily  in.  and  taken  profits 
from,  blue  chips  during  the 

previous  weeks’  rallies. The  index  rose  25.38  or  l.l 

per  cent  to  close  at  a   20- 
mouth  high  of  2,420.85. 
WELLINGTON  rose  34.56 

to  22271.07  on  the  40  capita] 
index,  helped  by  a   surge  at 
Carter  Holt  Harvey  ahead  of 
next  mouth's  earnings release.  The  stock,  up  21 
cents  at  C$2.47,  accounted 
for  almost  half  the  gain  on 
the  benchmark.  NZ  Telecom 
added  13  cents  at  NZ$9.53. 

FREEPHONE  :   08000  96  96  20 
Financial  Spreads  is  the  brand  new.  Wfe  welcome  her*  ^   cm*n 

dependent  and  totally  decficated  financial  spread  more  people  to  enjoy^he  excicin^c^sS  ’ 

betting  company  backed  by  the  market  leader,  betting  
excitement  of  spread. 

m 

sports  spread  betting. and  biggest  name 

Sporting  Index. Youll  be  amazed  at  the  huge  range  of  markets 
available  for  you  to  bet  on  -   the  FTSE  100  Index. Wall  Street,  DAX.  Nikkei  Hang  Seng, 

CAC  -   then  there's  currencies,  bonds, 
interest  rates,  ofl,  metals,  commodities 

and  options  -   you  can  even  bet  on individual  company  shares. 

And  just  as  Sporting  Index  put  the 
'sport'  into  sports  spread  betting,  well 

be  putting  the  Tun’  into  'funandaF spread  betthgl 

We  offer  limited  risk  bets,  credit  facilities,  the 

highest  standards  of  service  and  we're  open  from 
7.00am  till  930pm  Monday  to  Friday. 

A   single  telephone  call  to  one  of  our  , 
experienced  traders  will  enable  you  to 

place  your  bet  immediately.  There  are 
absolutely  no  fees,  costs  of commissions  involved  and  we  pay  ztfl the  bettoig  charges. 

To  take  advantage  of  all  the 
facilities  we  have  to  offer,  simply  call 

the  Freephone  number  above  for  more information  and  an  application  form. 

i;--!-.  —   „       jjb      — ~   a^nwaiMi  IVRIIL 
■*saa: ?G  ̂    ̂    £-^ay  aagy  Raara  ra  mum.  m   earn 

^EpRSTDEAL :   ■   i^baa^  SkyNewsTexi :   p27l 
“~s^ad  bets  carry  a   hjgh  level  rf  r^  ito  ̂  not  be  sunt 

a   hjgh  level  of  risk  to  vow for  afl  investors,  therefore  ensure  you capital. 
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would  be  easy  to 
dismiss  “knowledge  man- 33  -vet  another 

aostract  marketing  tag  that  the information  technology  industry 
coins  regularly  to  sell  more  com- 

puters. more  software  and  more services. 
But  while  the  IT  industry  is 

certainly  driving  the  campaign  to 
highlight  the  benefits  of  know- 

ledge management,  technology  is only  one  of  several  elements needed  to  make  it  work. 
In  practice,  knowledge  manage- 

ment requires  a   combination  of 
many  disciplines,  from  human 
resources  and  personnel  develop- 

ment to  corporate  re-engineering 
and  IT. 

Technology-  is.  of  course, 
important.  Without  it.  knowledge 
management  would  be  impossi- 

ble. IT  provides  the  mechanisms 
for  capturing,  storing  and  retriev- 

ing the  raw  data  that  form  the 

basis  of  "knowledge". The  emergence  of  the  web 
browser  and  the  internet  commu- 

nications infrastructure  as  stan- 
dards makes  it  simple  and  inex- 

pensive to  access  data.  But  while 
the  technology  infrastructure  has 

evolved  to  make  knowledge  mar. 
agement  possible,  the  real  bene- 

fits can  only  come  from  applying 
knowledge. 

Undoubtedly,  it  is  the  potential 
benefit  of  applying  knowledge 
management  that  has  attracted 
the  attention  of  senior  execu- 

tives. A   recent  survey  by  Price- 
waterhouseCoopers  in  conjunc- 

tion with  the  World  Economic 
Forum  found  that  95  per  cent  of 
chief  executive  officers  saw 
knowledge  management  as  an 
essential  ingredient  for  the  suc- 

cess of  their  company.  Many  also 
admitted  that  their  knowledge 
management  programmes  could 
be  improved. 

There  is  good  reason.  Busi- 
nesses can  only  survive  and 

thrive  by  exploiting  every  possi- 
ble advantage  in  an  increasingly 

competitive  market,  ft  follows 
that  any  special  knowledge  that 
an  organisation  might  have 
-   Erom  ownership  of  intellectual 
property  in  the  form  of  patents 
and  copyrights  to  special  skills 
and  innovative  business  pro- 

cesses -   is  an  asset  worth  protect- 
ing and  nurturing: 

Knowledge  management  is  a 
combination  of  disciplines  and 
technologies  which  aims  to  do 
exactly  this.  The  disciplines  have 
evolved  from  several  areas, 

including  business  process  re-en- 
gineering and  human  resource 

management. 
The  technologies  spring  from 
two  sources:  the  universal 
communications  medium  of  the 
internet  and  established  software 

technologies  such  as  information 
retrieval,  document  management 
and  workflow  processing: 

This  complex  pedigree  does 
make  knowledge  management 
hard  to  define  -   with  each  area  of 
academia,  industry  or  consul- 

tancy offering  its  own  variation. 

FT  people  see  it  as  an  extension  of 

technologies  such  as  data  ware- 
housing and  information 

retrieval.  Human  resources 

experts  see  it  as  part  of  re-casting 

the  corporation  as  the  “learning 

organisation". And  different  flavours  of  con- 
sultancy see  it  as  exploitation  of 

“intellectual  capital”  or  the  foun- 

dation for  ‘'knowledge-centric” 
organisations. 
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An  essential  ingredient  of  success 
Market  pressures  and  the  changing  business  environment  mean  that  every  organisation  must  exploit  its  knowledge  assets  to  the  full.  Some  95  per 
cent  of  chief  executives  believe  knowledge  management  is  vital.  Philip  Manchester  reports 

John  Keane  Junior,  chief  exec- 
utive of  US  software  company 

Keane,  offers  a   practical  defini- 

tion: “Knowledge  management 
means  different  things  to  differ- 

ent people.  We  see  it  as  combin- 
ing people,  process  and  technol- 
ogy to  share  information  to  gain 

competitive  advantage.  The  only 

sustainable  competitive  advan- 
tage comes  from  learning  faster 

than  your  competitors." Peter  Dorrlngton.  a   consultant 

specialising  in  knowledge  man- 
agement at  international  IT  ser- 

vices consultancy  ECsoft,  says: 
“It’s  about  getting  knowledge 
from  those  who  have  It  to  those 

who  need  it." Philip  Crawford,  European 

vice-president  of  US  software 

group  Oracle,  offers  an  even 

more  simple  definition:  “Know- ledge is  the  information  needed 

to  make  business  decisions." The  truth  is  that  knowledge 

management  covers  a   wide  range 
of  activities  with  a   common 

theme  of  sharing  information. 

At  Its  most  primitive,  know- 
ledge management  can  be  as  sim- 

ple as  writing  down,  contact  tele- 
phone numbers  in  FUofax  format 

photocopying  the  list  and  send- 
ing it  to  everyone  who  needs  it 

At  its  most  advanced,  know- 
ledge  management  attempts  to 
encode  the  unencodable.  It  sets 
out  to  capture  the  unwritten 
tricks  of  the  trade  which  make 
an  organisation  function,  store 

them  “formally"  in  a   computer 
database  and  use  them  as  a   cor- 

porate resource. 
The  theory  is  that  once  formal- 

ised, the  knowledge  may  be 
tapped  by  employees  to  help 
them  do  their  jobs  better  and, 

ultimately,  improve  the  perfor- 
mance of  the  organisation. 

Most  organisations  are,  of 
course,  looking  for  something 
between  these  two  extremes.  The 

pressures  of  the  market  and  the 

changing  business  environment 
mean  that  every  organisation 
must  exploit  its  knowledge  assets 
to  the  foil.  But  most  would  stop 

short  of  trying  to  capture  some- 
thing as  intangible  as  personal 

judgement “it  is  important  to  start  with 
business  objectives  and  then  see 

how  knowledge  can  fit  in  -   how 
it  can  help  meet  those  objec- 

tives," says  Elizabeth  Lank, 
knowledge  programme  director 
at  computer  services  company 
ICL. 

ICL.  part  of  Japan's  Fujitsu,  is 
a   keen  advocate  of  knowledge 
management.  In  1997,  it  helped 

establish  the  Strategic  Manage- 

ment of  Knowledge  and  Organi- 
sational Learning  Consortium. 

Chaired  by  Keith  Todd,  ICL's chief  executive,  the  consortium  is 
composed  of  senior  directors  and 
executives  from  top  companies 
including  Imperial  Chemical 
Industries  of  the  UK,  Unilever, 
the  Angio-Dutch  consumer  goods 

group,  Switzerland’s  Ciba  Spe- 

cialty Chemicals.  Monsanto,  the 
US  life  sciences  group,  and  Stat- 

oil.  Norway's  state-owned  oil company. 

Ms  Lank  says  knowledge  man- 
agement is  a   challenge  that 

organisations  cannot  ignore. 
“Companies  cannot  afford  to 
ignore  the  value  they  have 
Invested  in  their  knowledge 
assets.  We  can  demystify  it  and 

find  ways  to  look  after  it -but 
this  does  not  have  to  be  expen- 
sive. 

“The  first  step  is  to  recognise 

that  knowledge  is  not  a   ‘thing' -   it  is  a   constant  flow.  At  ICL.  for 

example,  we  have  been  working 

on  creating  a   culture  of  collabo- ration which  encourages  people 

to  share  their  knowledges" Over  the  past  decade,  ICL  has 

changed  from  a   hardware  manu- 
facturing company  to  a   service- 

based  systems  integrator  and 
application  developer.  Ms  Lank 
says  that  the  change  has  led  to  a 

much  greater  wnphagta  on  know- 
ledge as  an  asset. 

The  company’s  “Cafe  VIk"  ini- tiative Is  an  example  of  the  prac- 
tical initiatives  that  ICL  has 

taken  to  promote  knowledge. 
“VIk  stands  for  Valuing  ICL 

Knowledge  and  the  idea  is  to 
encourage  employees  to  make 
knowledge  visible.  Knowledge 

sits  in  people's  beads  and  that  is where  it  wifi  stay  unless  you  find 

ways  to  bring  it  out,"  explains 

Ms  Lunlc 

Chris  Matthias,  chairman  of 

consultant  Conduit  Communica- 
tions, agrees  that  cultural  change 

is  an  essential  first  step  for  any 

company  aiming  to  get  the  best 
from  knowledge  management. 
But  he  also  acknowledges  the 
important  role  of  technology. 

“It  is  absolutely  about  culture 
-   and  it  is  also  about  technology. 

Technology  has  a   huge  role  to 

play  in  bringing  the  information 

together  that  forms  the  know- ledge base.  Obviously,  we 

couldn’t  get  there  without  it  But 
it  is  essential  to  start  with  a 

strategy  that  brings  people,  pro- 
cess and  technology  togeth- 

er- and  it  must  include  a   pro- 

gramme for  cultural  change." Mr  Matthias  believes  that  this 
is  often  the  hardest  barrier  to 

overcome:  “People  do  not  share 
their  knowledge  naturally  -   in 
fact  we  are  taught  from  an  early 

age  that  sharing  Is  bad.  At 
school,  sharing  knowledge  is 
called  cheating. 
“When  we  start  working,  we 

are  rewarded  for  what  we  know 
-   so  we  don't  want  to  share 
knowledge  or  we  lose  value.  We 

have  to  changp  that  culture  to 
get  knowledge  management  to 

work." 

Mr  Dorrmgton  of  ECsoft  also 
sees  the  importance  of  cultural 

change  combined  with  effective 
IT.  “Knowledge  management 

demands  expertise  in  a   lot  of  dif- 
ferent disciplines  -   job  decon- struction from  training  experts, 

business  process  re-engineering 

-and  technology  tools  have  a 

role  to  play.” 

There  is  certainly  no  shortage 
of  technology  to  support  know- 

ledge management  programmes. 
The  broad  base  of  technology 

needed  to  create  the  infrastruc- 
ture and  application-support 

tools  has  attracted  a   diverse  set 

of  operators. 
These  include  big  names  in  the 

IT  world  such  as  Microsoft  and 
IBM,'  specialists  such  as  Verity, 
Fulcrum  and  Excalibur  who  start 
from  traditional  information 

retrieval;  document  management 
specialists  such  as  Docuxnentum, 

Filenet  and  Novasoft;  and  work- 
flow  product  suppliers  such  as 
Staffware  and  Action  Technolo- 

gies. 

Open  Text’s  Livelink  is  an 
example  of  a   comprehensive 

approach  -   bringing  Information 
retrieval,  workflow  and  docu- 

ment management  together 

under  a   single  environment 
Derek  Buchanan.  UK  managing 

director  for  Candian-based  Open 

Text  says:  “We  think  the  Impor- tant issue  is  bow  you  harness 

technology  to  make  knowledge 
management  more  effective.  Our 

approach  is  to  bring  the  compo- nents together  behind  a   web 
interface  to  make  it  easy  to 

access  and  use." 

“If  it  is  difficult  to  use,  then 

people  will  struggle  to  get  it  to 

work  and  become  disillusioned." Mr  Crawford  of  Oracle  agrees 

that  accessibility  is  one  of  the 

keys  to  successful  knowledge 
management  and  technology  is 

the  way  to  deliver  it.  “In  the  past, 
there  was  a   whole  heap  of  infor- 

mation locked  up  in  the  main- 
frame. Only  very  few  people  had 

access  to  it  and  they  were  not 

necessarily  the  decision  makers. 
It  was  like  the  days  when  writing 
was  in  the  hands  of  scribes  and 

priests.  But  the  internet  is  like 

the  dawning  of  a   new  era  -   com- parable to  the  arrival  of  the 
printing  press.  The  Internet  gives 

access  to  anyone." 

He  adds  that  the  key  is  to 

apply  the  knowledge  once  it  has been  captured  by  the  technology. 
“We  have  spent  the  last  30  years 

building  up  information  bases 
and  we  could  not  have  got  to 
where  we  are  today  without  that. 
But  I   think  we  have  moved  on 

past  the  processes  that  generate 
information.  What  is  important  is 

what  you  do  with  the  informa- 
tion. Is  it  going  to  bring  a   busi- ness closer  to  its  customers?  Is  it 

going  to  make  the  business  per- 

form better?” 

Used  properly,  knowledge  man- 
agement can  provide  positive 

answers  to  these  questions.  The 
trick  comes  in  balancing  the 

technology  with  all  of  the  other 
factors  -   human  resources,  corpo- 

rate structure,  and  organisational 

processes. 

This  is  not  an  easy  task  by  any 

means  -   but  one  that  no  2lst  cen- 

tury enterprise  can  afford  to 

ignore. BECOMING  A   KNOWLEDGE-BASED  ORGANISATION  by  Nuala  Moran 

Knowledge  is  the  key,  whatever  your  sector 
age, 

than 

Companies  are  beginning  to  understand  the  need  to  gain  control  of  their  intellectual  capital  and  let  staff  around  the  world  have  access  to  it 
Accepting  that  knowledge 

is  an  underused  or  even  mis- 
used resource,  companies 

are  now  turning  to  know- 
ledge management  -   to  help them  know  what  they  know, 

marshal  and  exploit  it  in  a 

In  the  information 
knowledge,  rather 

physical  assets  or  resources, 

is  the  key  to  competitive- 
ness. This  is  as  true  for  the 

obviously  knowledge-inten- 
sive sectors,  such  as  soft- 
ware or  biotechnology,  as  it 

is  for  industrial  age  manu- 
facturing companies  or  utili- 

ties. 

For  the  knowledge-inten- 
sive sectors,  knowledge 

which  feeds  through  from 

research  and  development  to 
innovative  products  and  pro- 

cesses is  the  critical  element 

But  with  industrial  age  man- 
ufacturing companies  or  util- 

ities. using  knowledge  about 

customers  to  improve  ser- 

vice is  what  counts. 

What  is  new  about  atti- tudes to  knowledge  today  Is 

the  recognition  of  the  need 

to  harness,  manage  and  use 

it  like  any  other  asset  This 

raises  issues  not  only  of 

appropriate  processes  and 

systems,  but  also  of  how  to 
account  for  knowledge  in  the 

balance  sheet. 

David  Parlby,  partner  with 
the  UK  consultancy  KPMG, 

says  that  in  future,  the  value 
of  intellectual  capital  will  be 
more  widely  measured  and 

reported.  “The  measurement 
and  reporting  erf  key  perfor- 

mance indicators  related  to 

intellectual  capital  -   the 
vahie  attached  to  knowledge- 
based  intangible  assets  -   will become  a   more  .widespread 

practice  among  major  organ- 
isations, complementing  the 

ffwanrial  accounts." 

Some  companies  have 
made  a   start  with  this,  track- 

.   ing  knowledge-related  indi- 
cators such  as  customer  sat- 

isfaction, staff  turnover, 

market  share  and  attain- 
ment of  quality  targets.  Such 

measures  will  Initially  be  of 
more  use  internally  In  judg- 

ing the  effectiveness  of  a 

company’s  knowledge  man- 
agement ttyiTi  as  Information 

for  external  analysis.  But  Mr 

Parlby  says  that  “in  due course,  standards  for  such 
external  reporting  will  be 

developed." 

systematic  way  and  develop 
systems  for  creating  and 
capturing  new  knowledge. 

The  job  title  of  chief  know- 
ledge officer  is  starting  to 

appear  on  the  corporate  ros- 
ter as  companies  begin  to 

understand  the  need  to  cap- 
ture their  intellectual  capital 

and  let  staff  around  the 
world  have  access  to  it. 

The  terms  “knowledge" and  “information"  are  often 
used  interchangeably.  But  in 
considering  how  to  become 
knowledge-based,  it  helps  to 
make  a   distinction  between 

the  two.  Knowledge  is  infor- 

mation put  to  productive- use.  The  issue  for  companies 

seeking  to  capitalise  on 
knowledge  then  centres  on 

getting  the  right  informa- 
tion. at  the  right  time,  to  the 

right  people.  And  although 

the  two  are  related,  know- 
ledge management  is  not 

simply  an  extension  of  infor- 
mation management  Becom- 

ing a   knowledge-based  com- 
pany depends  on  having  an 

IT  infrastructure  which 
organises  knowledge  and 

makes  it  easy  to  use,  distrib- 
ute and  share.  But  it  also 

requires  changes  to  the  com- 
pany culture  and  to  its  busi- 
ness processes. 

The  knowledge  store  of  a 
company  is  not  limited  to 
the  explicit  knowledge  held 

in  intellectual  property  port- 
folios. databases  or.  increas- 

ingly, on  the  corporate  intra- net It  also  exists  in  the  form 
of  tacit  knowledge  in  the 

heads  of  the  staff  So  compa- 
nies are  increasingly  looking 

for  structures  that  will  facili- 
tate the  sharing  of  know- 
ledge among  employees. 

This  is  prompting  moves 
towards  technologies  that 

support  contacts  between 
staff,  and  so  support  know- 

ledge generation  and  shar- ing. The  technologies  range 

from  better  telephone 

systems  to  video-conferenc- 
ing and  groupware. 

But  being  knowledge- based  means  going  beyond 

the  setting  up  of  structures 
that  allow  staff  to  work 
together  by  using  existing 

knowledge  stores  to  ways  of 
generating  new  knowledge. 
In  particular,  turning  tacit 
knowledge  into  explicit 
knowledge  in  databases  is 
very  challenging,  because 
people  must  be  persuaded  to record  it  A   cultural  change 
is  needed  to  persuade  people 

to  input  and  share  know- 
ledge. 

Roger  Chaddock,  associate 
director  at  Computer  Sci- 

ences Corporation,  the  man- agement consultancy,  says: 

“Obviously  there  is  a   set  of 
tools,  such  as  Lotus  Notes, 
Intranets,  etc  which  you 

need  to  be  knowledge-based. But  technology  is  only  20  per 

cent  of  the  picture.  The 

remaining  80  per  cent  is 
people.  You  have  got  to  get 
the  culture  right  Knowledge 

is  power  and  people  have  got 

to  want  to  share  it” Inculcating  a   desire  to 
share  knowledge  presents  a 

particular  barrier  to  indus- 

trial age  companies.  “Their culture  is  wrong,”  says  Mr 

Chaddock.  “Most  have  hier- archical structures,  rather 

than  flat  team-based  organi- 

sations, and  so  you  don't  get 

the  flows  of  information." With  so  many  elements  to 

put  in  place,  the  question  is where  and  how  to  begin  the 

move  to  becoming  a   know- 
ledge-based company.  Eliza- 

beth Lank,  responsible  for 
knowledge  management  at 
ICL,  the  computer  services 

company,  says  it  is  too  diffi- cult and  too  expensive  to 
ffhangp  the  whole  organisa- tion in  one  go. 

She  advises  pilot  projects 
which  wifi,  demonstrate  the 

returns  of  knowledge  man- agement. “Don't  decide  to 
manage  all  your  knowledge, but  decide  what  knowledge 

is  critical."  she  says.  One 

example  in  ICL's  case  is  to 

keep  a   record  of  all  the  pro- 

jects it  carries  out. 
“We  are  involved  in  a 

number  of  electronic  com- 
merce projects  around  the 

world:  we  need  to  share  the 

experience  from  this  glob- 
ally. At  the  very  least,  this 

will  avoid  duplication  of 

effort,  which  is  a   big  win." 
Similarly,  Friedrich  Booh, 

vice-president  at  the  consul- tants Arthur  D   Little,  says 

any  knowledge  project 
should  start  with  the  ques- 

tion: “What  knowledge  is  rel- 

evant for  my  business?"  He 
then  recommends  perform- 

ing a   knowledge  audit,  to 

map  specialisms,  research 
results,  and  sources  of  know- 

ledge creation.  This  prevents 

duplication  and  it  allows 
management  to  take  action 

to  acquire  “missing”  know- 

ledge. 

Overall,  there  is  agree- 
ment that  culture,  IT  infra- structure, mapping  existing 

knowledge  and  systematic 

approaches  to  the  creation  of 
new  knowledge  are  the 

essential  ingredients  of 

becoming  knowledge-based. 
But  as  yet  there  are  no  stan- 

dard approaches  or  off-the- 
shelf  methodologies  for  com- 

panies that  want  to  become 
knowledge-based. 

ICL  has  worked  with  com- 
panies including  Imperial 

Chemical  Industries  of  the 

UK,  Monsanto,  the  US  life 

sciences  group,  Staton,  Nor- 
way’s state-owned  oB  com- 

pany. and  Unilever,  the Angio-Dutch  consumer 

goods  group,  in  a   consortium 
set  up  to  help  the  partners become  better  at  managing 

from  a   knowledge  perspec- 

tive. 
“The  sense  you  get  is  that 

the  participants  appreciate 
that  knowledge  is  critical  to 
value  anri  underpins  every- 

thing they  do,"  says  Ms Lank.  The  challenge  is  in 
harnessing  something  you 
can’t  see.  Knowledge  is  a 

flow,  it  is  about  what  is  in 
people’s  heads,  rather  than 

what  is  in  a   database." 
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UNIQEMA  CKO  RICHARD  MILLER 

Global  diversity  makes  his  role  vital 

THE  ROLE  OF  THE  CHIEF  KMOWLEDfiE  
OFFICER  by  Michael  Dempsey 

Buzzword  has  already 

made  a   lot  of  enemies 

L 

rfiodt 
Uniqema  is  the  speciality 

chemicals  aim  of  the 

imperial  Chemical  Indu
stries 

empire.  With  a   mininiaJ 

headquarters  presence  in 

central  London  and  $1bn 

turnover,  Uniqema  sells  t
o 

more  than  90  oountries  wi
th 

such  customers  as  Roche,
 

the  Swiss  pharmaceuticals
 

and  chemicals  group,  and 

Colgate-Palmolive,  the  US 

toiletries  and  personal 

products  company. 

Richard  Milter  joined  the 

Uniqema  board  with  a 

background  in  industrial 

chemicals  research  in  1993. 

Today,  the  expert  in  soap 

technology  is  working  as  a 
chief  knowledge  officer.  Mr 
Miller  does  not  think  of 

knowledge  management  as 

a   new  concept.  “The 
apprentice  system  of  the 
medieval  guilds  was  a 

masterpiece  of  KM  but  It 
could  only  happen  on  a 

one-to-one  basis,"  he  says. 
Mr  Miller  has  noticed  that 

KM  tends  to  be 

implemented  from  one  of 

two  directions.  “Either 
people  come  at  it  from  a 
human  resources  direction 

and  say  it's  all  about  culture, 
or  they  believe  it  is  all  about 

rT  and  using  Lotus  Notes 

and  databases."  He  thinks 
both  these  approaches  are 
hawed. 

“You  need  to  keep  both 
approaches  in  mind  but 

maintain  a   balance,”  he 
says.  He  cites  a   typical  KM 

problem.  “Within  1CI,  one 
pilot  plant  had  all  results 

from  experiments  indexed  in 
filing  cabinets  so  unless  you  . 
knew  the  experiment  by  I 
number  and  date  you 

couldn't  find  the  results. 
Without  the  laboratory 
notebook,  the  knowledge 

was  locked  away.” It  became  easier  and 

quicker  for  staff  to  repeat 
the  experiment  than  to  hunt 

for  the  knowledge  that  1C1 

possessed  but  could  not 
distribute.  Scanning  the 

results  into  a   computer  and 

associating  them  with  a 
database  meant  that  the 

experiments  sprang  back 

into  life.  “It's  not  a   dead 

archive  any  more,"  says  Mr 
Milter. 

Bringing  an  old  archive 
back  to  Rfe  via  a   computer 

may  be  useful,  but  surety 
this  kind  of  action  takes 

place  every  time  a   company 
introduces  more  technology? 

Mr  Miller  says  this  question 
defines  his  own  job. 

“The  value  of  someone 

like  me  Is  that  I'm  here  to 
worry  about  issues  like  this 
and  to  bring  them  to  the 
attention  of  the  business 

manager." 
Part  of  the  need  for  a 

formal  CKO  function  comes 

from  the  nature  of 
decentralised  organisations, 

says  Mr  Miller.  “If  you're focused  in  groups,  it  is  very 
difficult  to  take  a   bunch  of 
businesses  and  make  KM 

happen.  You  need  someone 
to  charge  around  the 

company  and  ask 

questions.” 
The  image  of  Mr  Miller 

racing  about  and  quizzing 
managers  cm  their  problems 

is  very  appropriate  to  the 
structure  of  Uniqema  With 
33  manufacturing  sites 

spread  across  the  globe,  it 
competes  in  15  specialty 
chemical  sectors.  This  global 

diversity  is  what  makes  the 
role  of  a   CKO  so  vital. 

“The  basic  layer  of  KM  is 
sharing  information  when 

you  find  people  who  don't have  access  to  what  already 

exists.”  He  compares  the 
work  of  the  CKO  to  classical 

scholars  writing  footnotes  in 

the  margins  of  ancient 

manuscripts.  “They  were 

enriching  the  text  We’re doing  the  same  thing,  but 

doing  it  electronically.” The  allusions  to  the  past 

that  pepper  Mr  Miller’s conversation  are  very  i 

deliberate.  He  is  determined 

to  locate  KM  within  the  real 
world  of  knowledge, 

maintaining  a   healthy 
distance  from  other  IT 

industry  trends  that  last  for  a 
year  and  then  vanish.  By 

insisting  on  practical  images 
to  explain  his  KM  work.  Mr 
Miller  makes  sure  his 

policies  are  not  IT-driven. 
“We  have  spent  very  little  on 

implementing  KM,”  he  says. “It  accounts  for  around  5   per 

cent  of  our  rr  budget" A   typical  challenge  within 
Uniqema  is  to  keep  passing 

around  models  of 

knowledge.  Mr  Miller  says: 
“If  I   am  looking  for  a   product 
that  will  do  X   for  my  dient,  I 

can  go  to  the  internal  web 
site  and  come  back  with  the 

nearest  prototype  to  that 

product  it  may  be  one  that 
was  never  made  into  a 

commercial  product  but  was 
still  compatible  with 

the  type  of  chemistry  I   want 

to  use." 

Given  that  chemical 

experiments  on  the  scale  of 
those  undertaken  by 

Uniqema  can  cost  hundreds 
of  thousands  of  dollars,  any 

reduction  in  experiments 

soon  yields  dividends.  A 
chemical  plant  is  a   costly 
investment  Adding 

experience  from  different 
national  outlets  about  best 
practice  in  assembling  and 

operating  chemical  plants, 
Uniqema  is  seeking  to  place 

its  experfrnents  on  an 
internet  site  that  wiQ  give  Mr 

Miller  an  “automated 

computer  beaker”.  And  rf 
this  process  can  be 
extended  to  building  better 

plants  In  less  time,  then  the 
whole  company  will  benefit 
from  reduced  time  to market 

A   new  Uniqema  sales 
force  in  the  Asfa-Padfic 
region  has  made  good  use 

of  Mr  Miller's  KM  strategy. 
Product  knowledge  is  key  to 
the  effectiveness  of  the 

Uniqema  sales  executives 
but  Mr  Miller  thinks  the 

traditional  way  of  spreading 

this  can  be  improved.  "One 
way  to  spread  product 
knowledge  is  to  bring  them 
into  the  centre  and  train 

them.  Another  way  Is  to 
send  out  a   load  of  manuals 

that  just  line  the  shelves  in 
an  office  and  are  never 

read.” 

Uniqema  has  devised  a 

third  approach.  “We  take  an 
area  such  as  skin-care 

applications  and  interview 
our  expert  in  that  field  using 

a   standard  list  of  questions.” 

The  answers  to  these 

questions  are  then  filed  on  a 

website  that  gives  salesmen 

in  the  field  a   guided  tour 
around  the  fundamental 

issues  about  the  product 

The  feedback  has  teen  very 

enthusiastic.  “They  think  it’s 

fantastic.” 

Mr  Miller  says  the  users 

are  particularly  pleased  that 
they  can  use  the  Information 
on  the  web  site  to  frame 

questions  that  are  sent 
directly  to  the  particular 

expert  in  the  field.  He 
describes  the  result  as 

giving  them  “everything  you wanted  to  know  but  were 

afraid  to  ask”. 
Technology  used  by 

Uniqema  includes  Lotus 

Notes,  a   program  in  a   family 
known  as  groupware  that 

links  up  constellations  of 
users  working  across  a 
network.  Mr  Miller  prefers  to 

keep  this  software  behind 

the  company's  internal internet,  letting  users  believe 
they  are  only  employing 

internet  technology  to  chase 

up  data.  The  web  is  more 

intuitive  and  easier  to  use,” he  says. 

A   text  retrieval  program 

called  Excalibur  is  also 

employed,  testimony  to  Mr 

Miller's  conviction  that  “any 
KM  strategy  must  handle 

paper.  Paper  is  still  used  in 

archiving.'’ 

Appointed  CKO  on 
January  1,  he  enjoys  status 
within  the  Uniqema 

operation  equivalent  to 
board  membership. 

Enthusiastic  backing  from 

Richard  StillweR,  Ms  chief 

executive,  has  meant  that 
Mr  Miller  has  plenty  of 

political  weight  behind  his 
KM  crusade.  But  most 

important  of  ail,  he  says  that 

Uniqema  staff  have  never 
been  reluctant  to  share  their 

time  and  professional 

expertise. 
There’s  no 

possessiveness  about 
information  here.  They  all 

know  they  can  be  heroes 
when  they  have  their  name 

on  a   KM  site.” Michael  Dempsey 

The  KM  label  is  disliked  by  executives  and 
attractive  terminology  to  define  its  role 

the  CKO  community  is  lo
oking  for  a   more Knowledge  Management 

may  be  In  vogue  as  a   buzz- word. but  the  term  has 

already  made  a   lot  of  ene- mies. ftaHhgim  Schwucbow, 

director  of  knowledge  at  Ger- 
man consulting  group  Mum- 

mert  &   Partner,  is  one. 

“I  totally  agree  that  It’s  a 
buzzword.  It's  the  one  that 
came  after  the  data  ware- 

house!” 

Mr  Schwuchow  is  cynical 

about  the  way  in  which  KM 
has  become  Instantly 

attached  to  IT  spending.  Tn 
this  case,  the  technology  is 

pretty  much  an  enabler.  You 
can  have  the  best  equipment 

but  if  there  is  no  culture  of 

sharing  information  you  still 

don't  have  KM." 
Some  definitions  of  KM 

are  so  wrapped  in  the 

obscure  language  manage- ment  consultancy  that  they 

verge  on  the  bizarre.  US 

research  organisation  Gart- 

ner Group  declares  that  “a critical  success  factor  for  KM 

is  the  creation  of  a   coevolu- 
tionary environment,  a 

dynamic  state  where  human 

systems  adaptations-  and 
technical  systems  capabili- 

ties progress  in  concert ...” Mr  Schwuchow  prefers  a 

more  helpful  approach  to  the 

subject.  “There  are  people 

Who  Say  the  COffee  mar-hinw is  the  best  place  to  look  for 

KU  in  a   company.  That’s where  people  meet,  share 

and  retrieve  information." He  has  worked  with  clients 

such  as  Commerzbank  and 
Dresdner  Bank  where  the 

role  of  chief  knowledge  offi- 

cer has  been  up  for  discus- 
sion. 
So  how  should  a   CKO 

function?  “It's  important  to 
have  one  person  who  can 

take  care  of  knowledge,” 

says  Mr  Schwuchow,  “but it's  wrong  to  create  a   staff 

unit  and  say  'they  do  know- 
ledge'. Hie  idea  of  BOX  must 

be  ingrained  in  every  man- 

ager." 

Elizabeth  T-ank  has  an 
interesting  executive  role  at 

Fujitsu-owned  UK-based 
computer  services  group 

& 

Lank:  daflkesthe  KM  label  so 

much  that  she  changed  her  title 

ICL.  Her  job  title  is  pro- 

gramme director,  mobilising knowledge.  She  is,  in  fact,  a 

CKO.  But  Ms  TjwiIc  rifeTikps 
the  KM  label  so  much  that 

she  changed  her  title  and  the 
definition  of  her  role  to 

“mobilising  knowledge". 

Again,  she  feels  that  IT 
can  get  in  the  way  of  her 
work.  “KM  gets  people 

thinking  about  systems  and 
the  internet.  At  ICL,  we  are 

very  much  against  this  idea 

of  putting  the  KM  label  on 

every  information  system.” 
Canadian-born  Ms  Lank 

thinks  that  the  Atlantic  has 

created  a   significant  divide 

in  approaches  to  the  KM 
business.  “US  companies  are 

technically  focused  about 
KM.  whereas  Europeans 

think  it's  about  people.” 
Fresh  from  a   CKO  summit 

in  Dublin,  Ms  Lank  says  the 
CKO  community  Is  looking 
for  the  right  terminology  to 

define  its  role.  Th  Dublin, 

there  was  talk  of  employees’ knowledge  being  something 

you  rent,  not  something  you 

buy."  The  point  is  that  staff 
own  their  knowledge  and 

experience.  In  order  to  per- 
suade people  to  share  this 

valuable  asset,  they  need  to 

feel  secure  about  their  con- 
tinued status. 

“I  find  it  unrealistic  to 

suggest  that  we  take  know- ledge from  our  people.  They 

retain  complete  control  over 
it"  Ms  Lank  has  overseen 

the  creation  of  Cafe  Vik,  an 

Sctarocftow:  Idea  of  KM  must 

be  Ingrained  In  every  manager' 

ICL  Internet  site  where 

knowledge  is  shared  on  a 

global  scale.  “Our  staff  use  it 
as  a   of  map,  it  tells 
tbwn  who  does  what  in  the 

organisation.”  Ms  Lank 
devised  Cafe  Vik  after  run- 

ning focus  groups  within 

ICL. 

Ms  Lank  modestly 

describes  the  formation  of 
Cafe  Vik  as  straightforward, 
but  the  result  for  ICL,  an 

organisation  with  26,000  staff 

that  has  .been  through  dra- 
matic changes  in  the  past 

decade,  has  been  almost 
immediate.  “Customers  say 
we  are  beginning  to  feel  like 
an  integrated  company 

The  sceptical  mood  about 
KM  and  the  job  of  a   CKO  is 
not  confined  to  large  compa- 

nies such  as  ICL.  Stephen 

Anderson  is  a   consultant 

with  more  than  20  years’ experience  in  the  IT  industry 
who  works  with  S-Corp,  a 
small  London-based  consult- 

ing group.  He  says:  “This 
industry  does  evolve,  but 
nnp  sees  a   trend  of  reinvent- 

ing the  wheel.  Ten  years 

ago,  knowledge  systems 
were  all  the  rage.  So  Tm  cyn- 

ical when  it  comes  to  the 

term  KM.” 

However,  Mr  Anderson 
does  concede  that  a   CKO  can 

bring  real  benefits.  “If  you have  a   lot  of  human  assets 

floating  around,  then  gain- 

ing access  to  their  know- ledge can  prevent  people 
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from  repeating  the  same ptigtejms  and  wasting  effort 

Bet  a   CKO  is  -only  appropri- 
ate for  large  organisations, 

where  there  is  a   role  for 

someone  who  encourages 

collaboration."  -   -   •   - 

Canadian  telecoms  grant 

Nortel  recently  took  over 

Bay  Networks  in  the  US  to 
form  a   company  with  82,000 
staff.  The  merger  only  made gang**  if  the  knowledge  and 

experience  of  both  organisa- 
tions could  be  exploited. 

Tony  Roberts,  a   senior  busi- ness performance  consultant 
with  Nortel,  was  put  in 

charge  of  KM  systems  for 

Europe. 

“I  am  trying  to  use  this 

buzzword  KM  in  a   more 

effective  way,"  he  says.  But 

Mr  Roberts  does  not  wel- 

come the  CKO  title.  “The 
problem  with  CKOs  is  that 

they  can  become  a   bottle- neck. I’m  trying  to  establish 

knowledge  champions 

within  the  business  units.” 
Mr  Roberts  cites  the  rush 

to  get  experience  of  using 
the  internet  to  carry  tele- 

phone calls,  a   technology 
known  as  Internet  Protocol 

(IP)  telephony,  as  an  exam- 

ple of  KM  in  action.  “We 
needed  to  get  IP  knowledge 

out  of  Bay  Networks  and 
into  the  voice  area  of  Nortel 

Normally,  we’d  need  some- 
one from  Bay  to  be  co- 

located but  now  we  have  vir- 
tual teams  collaborating 

over  the  internet" 

Mr  Roberts  is  exploiting 

software  from  Canadian 

company  Open  Text  Live- 
link  includes  a   search  engine similar  to  that  used  by  the 

Yahoo  internet  service  pro- 
vider and  is  cheap  to  use.  A 

project  member  can  follow 
the  progress  of  colleagues  in 
other  locations  with  the 

company's  internal  internet 

usually  known  as  an  intra- 
net. With  700  staff  world- 
wide, Open  Text  doubled  its 

revenues  to  $45m  in  1998.  if 
the  role  of  the  CKO  proves 

to  be  more  than  another 

temporary  trend.  Open  Text 
will  be  an  outfit  to  watch. 
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4. 

AND  ORIGINS  ay  Rod  Newing 

From  the  ancient  Greeks 
to  modern  databases 
c^'n^lH^Hev,rr)an1a9ernent  has  13660  studied  by  philosophers  and  practised  for  centuries, depended  heavily  on  the  available  technology 
Uke  most  things  that  are    hot  m   the  world  of  infor- 

mation technology,  know- 
ledge management  has  been around  for  some  time.  The 

first  attempts  at  knowledge 
management  started  with the  cuneiform  language  in 
about  3.000  BC.  Knowledge was  inscribed  with  a   stylus m   wet  clay  and  then  baked. 
The  heating  process  made 
capturing  knowledge  cum- 

bersome. but  the  tablets 
made  good  permanent  data stores.  However,  they  lacked 
portability,  limiting  the 
author’s  ability  to  share knowledge. 

Papyrus  was  the  next 
innovation  in  technology  in 
2.800  BC.  By  eliminating  the 
baking  process,  it  made  cap- 

turing knowledge  easier  and 
was  very  portable  for  shar- 

ing.’it- allowed  the  building of  great  libraries,  such  as 
those  at  Sumer.  Akkad,  Ebla 
and  Alexandria.  Parchment 
became  available  in  200  BC 
and  paper  in  100  AD.  but  all 
these  three  media  were  eas- 

ily burned  by  invading 
armies,  so  they  were  poor  at 
storing  knowledge.  The  solu- 

tion was  to  make  copies  of 
important  documents,  often 
in  'monasteries,  making 
monks  among  the  first 
knowledge  professionals. 
According  to  David 

Skyrme.  coauthor  of  Creat- 

ing the  Knowledge-Based 
Business,  the  Greek  philoso- 

phers Plato,  Socrates  and 
Aristotle  laid  down  the  foun- 

dations of  understanding  the 
nature  of  knowledge  and  its 
application  in  400  BC. 

Socrates  challenged  tradi- 
tional thinking  and  started  a 

tradition  of  dialogue,  while 
Aristotle  encouraged  story 

telling,  be  says.  “They  are 
both  methods  we  are  redis- 

covering in  today’s  business 
context”  Plato’s  theory  was 
that  knowledge  must  be  con- 

cerned only  with  unchange- 
able and  universal  objects. 

“He  was  very  afraid  of 
books,  because  he  feared 
that  the  explicit  knowledge 

Knowledge  management  started  with  cuneiform:  woman  in  Iraq  dean  tablets  dating  back  4£00  years  AP 

they  displayed  was  less  test- able and  less  credible  than 
knowledge  made  explicit 

orally,”  says  Professor  Clive 
Holtham  of  London’s  City 
University  Business  SchooL 
“However,  as  an  early 

management  guru.  Plato  had 
no  hesitation  in  ignoring  his 
own  advice  by  making  his 

reputation  through  the  writ- 
ten word.”  Contents  pages 

and  indexes  started  to 

appear  in  books  in  the  12th 
century,  providing  the  first 
mechanism  for  information 
retrieval. 

The  invention  of  the  print- 
ing press  in  the  15th  century 

was  one  of  the  most  impor- 
tant advances  in  technology. 

In  that  knowledge  could 
finally  be  distributed 
cheaply  and  shared  widely. 

In  1605,  Francis  Bacon's Advancement  of  Learning 

was  published.  Bacon 
believed  that  knowledge  was 
the  fruit  of  experience  and 

developed  a   taxonomy  of  sci- 
entific knowledge.  Mr 

Skynne  points  out  that  he 

also  coined  the  phrase  that  - 
“knowledge  (itself)  is 

power”. 

A   number  of  modem  man- 

agement writers  have 
advanced  the  theory  of 

knowledge  management. 
The  results  include  work  in 
Sweden  in  the  late  1080s  by 
Karl  Erik  Sveiby  on  the 

“knowhow  company”  and 

Karl  Wiig*s  three-volume  ’ work  published  In  1993-94. 
Management  awareness  was 
raised  by  Tom  Stewart  in 
Fortune  magazine,  especially 
his  article  Brainpower  in 

199L  The  Knowledge-Creat- 

ing Company  by  Ikujtro  Nan- aka  and  Hirotaka  Taken  chi 

four  years  later  is  another 
important  book  on  this  topic. 

None  of  these  modem  the- 
orists took  much  account  of 

IT,  however.  Computerised 
databases  were  the  first 
tods  for  storing  knowledge 

In  the  form  of  data  and  net- 
works provided  a   means  of 

sharing  it. 

The  first  really  useful 
knowledge  management 

product  was  Lotus  Notes, 
whicb  was  developed  to 

allow  people  to  share  infor- mation. Users  talked  of 

“creating  the  corporate 

memory”  in  their  Notes 
databases  long  before  the 

term  knowledge  manage- 

ment was  used.  In  fact, 
Notes  has  always  included 
many  of  the  main  tools 

required  for  knowledge  man- 

agement The  big  consultancy  com- 
panies were  early  pioneers  of 

knowledge  management,  as 

knowledge  Is  their  main product  A   series  of  mergers 
in  their  Industry  created  a 
world-wide  network  of 
offices  that  needed  to  bring 
their  collective  expertise  to 
bear  in  dealing  with  clients 

that  were  themselves  becom- 

ing increasingly  multi-na- tional. They  were  aD  early 

and  big  adopters  of  Lotus Notes. 

The  invention  of  the  corpo- 
rate Intranet  has  provided  a 

means  of  buDdlng  function- 
ality similar  to  Notes  from  a 

collection  of  less  expensive 
best-of-breed  software  using 
Internet  standards.  Lotus 

has  adopted  internet  tech- 
nology and  Microsoft  has joined  the  fray,  making 

knowledge  management  one 
of  the  three  scenarios  in  its 

“digital  nervous  system" 
strategy. 

Consultancy  -has  always 
been  important  In  imple- 

but  it  has  always 

meriting  knowledge  manage- 
ment and  specialist  educa- tion centres  have  been  set 

up,  such  as  the  IBM  and 
Lotus  Institute  for  Know- 

ledge Management  and 

Ernst  &   Young’s  Knowledge- Based  Business  Forum. 

One  of  the  early  lessons learned  in  implementing 
Lotus  Notes  was  the  need  to 
address  cultural  barriers  to 

learning  and  sharing,  espe- 

cially the  traditional  man- agement enthusiasm  for 
Bacon’s  concept  that  know- 

ledge provides  them  with 

power. 

“Knowledge  management 

isn’t  about  managing  know- 
ledge, but  about  changing 

your  entire  business  culture 

and  strategy  to  one  that  val- 

ues learning  and  sharing,” 
says  Jon  Goldberg,  know- 

ledge practice  manager  at 
Conduit  Communications, 

an  IT  management  consul- 
tancy. 

“More  importantly,  the 

culture  must  encourage 
action  in  matching  those 

who  need  information  with 
those  who  can  provide  it. 
The  culture  must  encourage 
the  organisation  to  change 

the  way  it  acts  as  a   result  of 

the  learning.” 
Knowledge  Management,  a 

recent  report  from  the  But- 
ler Group,  a   UK-based  IT 

analysis  company,  points  out 

that  the  purpose  of  know- 
ledge management  has 

altered  little  since  the 
ancient  days  of  day  tablets. 

It  explains  that  the  basic 
requirements  have  not 

changed,  only  the  huge  vol- umes of  data,  the  speed  and 
ease  of  content  changes  and 
the  transformation  of  the 
workplace. 

“Basically,  there  is  not 

much  new  under  the  sun," 
concludes  Mr  Skyrme.  “How- ever, modern  management 

techniques  have  resulted  in 

us  losing  sight  of  the  value 
for  basic  human  relation- 

ships and  interaction  that 
lead  to  trust  and  better 

knowledge  sharing.” 

KM  CASE  STUDY 
CKJE 

Creative  solution 
to  fashion 

industry  problem 
A   relatively  cheap  and  simple-to-use 
piece  of  software  from  software  house 

Orenburg  solved  CKJE’s  knowledge management  difficulty 
TuIUo  Costag li,  a   senior 
director  at  Calvin  Klein 
Jeanswaar  Europe  (CKJE)  in 

Florence,  has  to  have  his 
finger  on  the  pulse  of 
fashion,  ft  is  not  enough  for 

Mr  Costagli  to  know  what 
designs  are  popular  on  the 
catwalk  this  season .   He 
needs  to  see  how  the  public 
fs  reacting  to  dothing  and 

trends. 
“I  have  to  understand 

what  product  is  the  best 

seller  at  the  moment”  he says.  This  seems  like  simple 
information  for  a   modem 

company  to  deliver.  But extracting  it  from  the  empire 
of  the  n   department  often 

proves  to  be  a   challenge. And  Mr  Costag  IFs 

requirements  for  data  involve 
the  size,  colour  and  pattern 
of  each  piece  of  dothing 
bearing  an  item  code,  not 

just  the  general  clothing  line. “I  have  used  the  central 

computer  system  and 
database,”  says  Mr  Costagli, "but  ft  is  necessary  to 

understand  the  whole 
management  reporting 

process  to  overcome  the 
problem  of  getting  to  central 

reports."’ 

The  answer  to  his  problem 
lay  in  a   relatively  cheap  and 
simpis-to-use  piece  of 

software  from  Swiss- Italian 
software  house  Orenburg. 

For  about  £45.000  for  an 
Installation  servicing  50 

users,  Orenburg  will  deliver 
Board,  a   product  that  works 
alongside  vast  and 
sophisticated  suites  of software  from  large 

operators  such  as  SAP  and 
Baan,  but  produces  a 
simplified  version  of  the  data 
they  attract  from  right 

across  a   large  enterprise 
such  as  a   manufacturing 
site. 
Orenburg  says  it  has 

identified  a   drawback  to 

these  impressive  suites  of 
software,  often  referred  to  as 
enterprise  resource  planning 

programs. Pietro  Ferrari,  Orenburg’s senior  consultant,  says: 
“Large  clients  may  have 

different  flavours  of  a 

system.  The  manager  who 
wants  sales  data  today  does 
not  want  the  underlying 

structure  of  that  software  to 
prevent  him  from  asking  for 
information  that  overlaps 

different  issues.”  He  cites the  case  of  a   user  wanting  a 

quick  overview  of  year  2000 
and  euro  currency  issues  as 
an  example  of  the  type  of 

overlap  that  occurs frequently. 
Although  Orenburg  is 

reluctant  to  be  categorised 

by  the  term.  Board  is  very much  about  data  mining. 
This  Is  the  technical  ability 

to  dig  down  into  vast 
repositories  of  data  for 

nuggets  of  information  that are  commercially  useful. 

The  company  prefers  to 

position  Board  as  a management  tool.  In  reality, 
companies  such  as  CKJE  or Italian  jewellery  group 

Bulgari  have  bought  it  to return  business  knowledge 

to  managers  who  need  it 
instantly  and  cannot  waft  for 
monthly  reports. 

In  Florence,  Mr  Costagli 

has  to  cope  with  orders  for 

a   large  number  of  fabric 

types.  With  Board  on  his persona]  computer,  he collects  safes  data,  dipping 

into  information  held  on  a 

London  Fashion  Week:  TulBo Costagli  has  to  have  his  finger 

on  the  ptftse  of  fashion  AP 

large  IBM  AS4O0  computer without  leaving  his  simple 

desktop  interface. 

The  typical  user  of  this 
system  wants  an  Interface that  manages  a   large 

quantity  of  data.  Board takes  data  from  whatever 
larger  IT  system  is  in  place, 

importing  that  data  around 
parameters  that  are 

stipulated  by  the  IT 
professionals  who  install  ft. 

This  is  not  a   program  that 

actively  hunts  data.  The 
technical  installation  decides 

in  advance  what  categories 
the  users  will  see.  That  suits 
customers  such  as  Mr 
Costagli.  He  only  needs  to 
hit  a   screen  icon  or  wait  for 

a   daily  import  of  his information  arriving  when 
and  how  he  wants  it.  He 
claims  to  have  eliminated  a 

problem  that  all  CKJE 

managers  had  -   "the  same problem  of  hatring  lots  of 

data  but  little  information.” The  installation  took  50 

project  days  and  is  now used  throughout  CKJE.  The 

plummeting  cost  of computer  processing  power 
and  the  proliferation  of  huge 

software  programs  have 
created  a   hurdle  to 

knowledge  management  in 
some  companies. 
The  answer  often  lies  in 
creative  use  of  small, 

low-profile  products  that 
steer  around  difficulties  that 

the  big  TT  companies  have 
overlooked. 

Michael  Dempsey 

Introducing  a   unique 

business  partnership 

The  KPMG  Consulting  and 

alliance  provides  rapid  and  innovative 

approaches  to  key  market  issues. 

We  understand  the  challenges  facing 

clients  and  combine  our  business 

expertise  and  technological  resources  to 

develop  complete  solutions  to  meet 

these  challenges. 

For  more  information  about  our 

services,  contact  Graham  Oates  on: 

+44  (0)  171  311  1000. 

wwwJtpmg.co.uk 
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REAL  BUSINESS  BENEFITS  by  Philip  Manchest
er 

CASE  STUDY 

BP  AMOCO Return  on  investment  is 

Shared  learning’  from  the  US  Army 
difficult  to  quantify 

BP  Amoco  took  a   leaf  out
  of 

the  US  Army's  book  to 

estabBsh  a   “shared  team
ing” 

initiative.  The  move  followe
d 

an  internal  conference  in 

1994  at  which  Professor 

John  Henderson  from 

Boston  University  explained 

the  way  the  US  Army  was 

benefiting  from  its  Centre  for 
Lessons  Learned-  BP  and 

Amoco  recently  merged  to 

create  one  of  the  world’s leading  providers  of  energy 

and  petrochemicals  and  a 
small  BP  steering  group 

identified  “spikes  of 

innovative  practice"  within the  company. 

“it  showed  that  good 

things  were  going  on."  says 
Chris  Collison,  a   consultant 

with  BP  Am  oca’s 
performance  processes  and 

learning  team.  “But  they woe  not  common  and  there 

was  scope  to  spread  them 
across  the  organisation.  We 
also  discovered  that  there  is 
no  single  magic  formula  that 
we  could  team  from  another 

company  or  a   consultancy." A   small  central  team  was 
established  in  early  1 997  to 
act  as  a   catalyst  and 
evangelise  the  benefits 
throughout  the  group.  It 
introduced  techniques  for 
learning  before,  during  and 
after  an  important  activity. 

“We  Introduced  simple 
learning  processes  to  help 
teams  to  stop,  reflect,  learn 

and  move  on,"  says  Mr Collison. 

Before  any  big  new 
initiative  is  started,  the 

manager  will  draw  together 
a   group  of  peers  rn  an  open 
environment  Known  as  a 

“peer  assist”  group,  it 
examines  potential  solutions 
in  the  exploratory  phase. 

During  a   project,  a 
continuous  learning 
approach  is  adopted, 

employing  the  US  Army’s 
10-minute  “action  review”.  It 
establishes  what  was 

supposed  to  happen,  what 
actually  happened,  why  was 
there  a   difference,  and  what 
has  been  learned. 

After  the  project,  a   half 

day  or  a   day  of  “retrospect" focuses  on  successes  and 

-me  measurement  of  the  value  of  intellectual  capital  or  kno
wledge 

key  factors  for  business  success  in  the  nex
t  century 

return  on  those  assets."  knowledge  management 
 pro- 

PA  Consulting  advocates  a   grammes. 
“holistic”  approach  to  mea-  Tony  Roberts,  senior  data 

establishes 

may  be  one  of  the 

BP  and  Amoco  merged  to  create  one  of  the  world's  leading  providers  of  energy  and  petrochemicals 

what  could  have  been  done 

better,  and  on  key  lessons 

to  pass  on. 
During  1998,  members  of 

the  team  worked  with 

business  units.  “When  we 
revisited  them  to  find  out 
what  effect  it  had  on  their 
business,  we  had  no 
problem  surpassing  our 
target  of  $1 00m  of  added 

value,”  says  Mr  Collison. 
“The  man  lesson  we  learned 
is  the  importance  of  striking 
the  right  balance  between 
capturing  knowledge  and 
connecting  people. 

Both  of  these  are  achieved 

through  the  corporate 
intranet  on  which  12,000 

people  have  created  their 
own  web  pages  outlining 
their  expertise  and  providing 
links  to  internal  and  external 
sources  of  information.  The 

company  has  also  invested 

in  desktop  video- 
conferencing  that  creates 

"globally  available  local 

experts”. 
Sharing  information  has 

been  made  easier  by  BP's 
$2 00m  project  to  create  a 

common  operating 

environment  using  Microsoft 
products.  A   lot  of  oil 
industry  work  is  done  by 

third  party  contractors  and 
wherever  possible,  they  have 
access  to  the  same  learning 

systems  and  tools. 
There  are  strategic  tasks 

that  the  company  repeats 
within  its  organisation,  such 
as  business  restructuring, 
planned  refinery 
maintenance  shut-downs 
and  establishing  new 
business  infrastructure.  The 
intranet  supports  these  by 

capturing  such  high  level 
information  as  project  plans 

and  budgets,  outputs  from 
team  events  and 

retrospectives. 
The  company  now  makes 

explicit  links  to  its 
performance  processes.  For 
example,  In  each  stage  in 

approving  and  monitoring 
capital  projects  the  project 
manager  must  demonstrate 
learning.  Since  the  merger, 
the  company  is  twice  its 
original  size;  effectively  a 

new  organisation  in  which 

people  do  not  know  each 
other.  “We  are  focusing  on 

connecting  people  and  the 
intranet  is  playing  a   key  role 

in  helping  the  organisation  to 

get  to  know  itself,"  says  Mr 
Collison.  “Fortunately,  both 
companies  were  already 

using  the  same  models  for 

learning.” 

The  central  team  worked 
with  a   broader  community  of 

200-300  people  in  the 
businesses  who  did  most  of 
the  work  and  the  central 

team  is  now  being  devolved 
back  to  the  business  units. 

‘Shared  teaming  is  central 
to  the  future  of  the 

organisation,”  concludes  Mr 
Cofftson.  "When  people  are 
already  working  as  hard  as 

they  can,  they  need  to  find  a 
way  to  work  smarter.  If  we 
create  an  organisation  where 

people  actively  want  to  team 
before  they  start  something, 
and  are  keen  to  ensure  the 

lessons  they  have  teamed 
are  passed  on,  then  we  are 

well  prepared  for  the  future.” Rod  Newing 

Knowledge  management  is  a 
hard  concept  to  define,  even 
for  some  of  its  most  eager 

proponents.  So  it  should  be 
□o  surprise  that  the  task  of 

measuring  the  business  ben- 
efits of  a   knowledge  manage- 
ment programme  is  equally 

difficult 
Measuring  the  Value  of 

Knowledge,  a   report  by  Busi- 
ness Intelligence,  the  UK 

research  company,  sums  up 

the  problem  in  a   quote  from 
Philip  McPherson,  a   consul- 

tant and  emeritus  professor 
of  systems  engineering  and 

management  at  London's City  University. 
“The  status  of  information 

management  is  undermined 

in  practice  because  it  is  diffi- 
cult to  ascribe  value  to  infor- 

mation and  knowledge  in 
conventional  accounting 
terms,"  he  believes. 

Business  Intelligence’s report  also  states  that  it 

found  no  convincing  evi- 
dence In  its  research  that 

organisations  performed  any 

genuine  analysis  on  the 
return  on  Investment  of 

their  knowledge  manage- 
ment programmes. 

The  report  also  nates: 
"The  widening  gap  between 
the  market  and  book  value 

of  companies  (which  is  over 

ten  times  in  many  know- 
ledge-intensive companies) 

raises  questions  about  the 
relevance  of  traditional  mea- 

sures and  accounting  meth- 

ods.” 

Hard  though  it  may  be.  the 
measurement  of  the  value  of 

intellectual  capital  or  know- 
ledge looks  set  to  be  one  of 

the  key  factors  for  business 
success  in  the  2lst  century. 

Establishing  Business  Ben- 

efit from  Knowledge  Manage- ment, a   briefing  paper  by 

management  consultancy 
PA  Consulting  Group,  notes, 

for  example:  “It  has  become 
conventional  wisdom  that 
the  organisations  that  will 
thrive  in  the  next  decade 
and  beyond  are  those  that 
understand  the  value  of 
their  intellectual  assets  and 
work  actively  to  increase  the 

soremeDt  that 
the  “link  between  knowledge 

management  and  the  cost 
and  revenue  levers  of  the 

business”. 

The  intangible  nature  of 

knowledge  and  its  role  in 

enabling  a   corporation  to 

perform  means  that  the  only feasible  measures  of  success 

tend  to  be  anecdotal In  the  same  way  that  the 

concept  of  what  knowledge 
is  tends  to  differ  in  every 
corporation,  the  impact  of  a 

knowledge  management  pro- 
gramme is  likely  to  manifest 

itself  in  a   number  of  differ- 
ent ways. 

Skandia,  a   Swedish-based 
financial  services  company, 

is  widely  acknowledged  as 

one  of  the  pioneers  of  mea- 
suring knowledge  and  the 

impact  of  knowledge  man- agement. Starting  in  1991 
with  the  appointment  of  the world’s  “first  director  of 

intellectual  capital",  Skandia has  evolved  formal  methods 
for  measuring  and  reporting 

intellectual  capital. 

Skandia  is  iwing  a   tech- 
nique called  the  Intellectual 

Capital  (1C)  Index  to  try  and 
track  the  ebb  and  flow  of 
intellectual  capital  over 
time  -   aimed  both  at  provid- 

ing managers  with  an  indica- tor of  change,  and  external 

analysts  with  a   quantitative 
measure  of  company  perfor- 

mance. The  results  of  the  project 

are  significant  -   not  the least  of  them  being  that 

Skandia  hag  risen  from  num- 
ber 300  to  number  three  in 

its  market  sector  in  just  five 

years. 

At  the  practical  level,  the 

project  has  delivered  several 
benefits  from  better  report- 

ing of  its  “intangible  assets” to  shareholders  and  a   rede- 
finition of  the  role  of  finan- 

cial controller  to  “intellec- 
tual capital”  controller. 

Other  organisations  have 
been  able  to  identify  differ- 

ent benefits  from  their 

management  specialist  at 
Nortel  Networks,  acknowl- 

edges the  problem  of  mea- suring business  benefits  in 

his  company’s  installation  of Livelink  from  Canadian- 
based  Open  Text 

He  goes  on  to  say.  how- ever. that  some  benefits 

have  become  apparent:  “It  is 
very  difficult  to  assess  tangi- 

ble benefits  when  imple- 

menting a   knowledge  man- 
agement strategy,  but  so  far many  business  benefits  have 

been  achieved.” GM  began  a 

transformation 

with  a   programme 
based  on  the 

development  of ‘intellectual 

leadership’ 
Streamlined  work  pro- 

cesses, reduced  foreign 

travel  and  reduced  e-mail 
traffic  are  examples  of  the 
benefits  which  Mr  Roberts 
describes.  It  has  also  helped 

speed  up  the  bureaucracy involved  in  taking  on  new 

employees. “We  have  created  a   pro- 

cess using  Livelink's  work- flow  capability  where  all  the 
departments  involved  are attributed  a   task.  The  hiring 

manager  can  initiate  the 
recruitment  process  and  the 
service  request  all  on  the 
intranet,  allowing  human 
resource  co-ordinators  to 

track  and  manage  any  poten- 

tial bottlenecks.” 

The  Strategic  Management 

of  Knowledge  and  Organisa- 
tional Learning  Consortium, 

an  industry-wide  body  with 
members  drawn  ffom  many 
different  areas  of  business, 

has  researched  several 

organisations'  experiences  of 
knowledge  management  pro- 

grammes. Despite  its  elusive- 

ness. measurement  of  busi- ness benefits  is  high  cm  the 

agenda.  General  Motors  of 

the  US.  for  example,  began  a 

transformation  in  the  early 

1990s  with  a   programme 

based  on  the  development  of 

"intellectual  leadership" 

which  aimed  to  ensure  that 

decisions  were  market-led 
and  that  the  environment  let 

people  learn  from  mistakes -   either  their  own  or  others. 

One  key  element  of  GM*s programme  is  the  inclusion of  a   formal  process  where 

the  actual  results  of  deci- 
sions are  measured  and  com- 

pared to  expected  results -   with  built-in  processes  that 

allow  for  changes  if  the 
results  do  not  come  up  to 

expectations. 
Dow  Chemical  imple- 

mented its  programme  with 
the  specific  aim  of  deriving 

measurable  value  from  intel- lectual property. 

This  involved  the  “active 
management"  of  its  patent 

portfolio  to  generate  new 
business  and  also  increase 
licence  Tees.  Following  the 
success  of  this  approach, 

Dow  Chemical  says  that  its 
focus  has  since  shifted  to 
"know-how",  supported  by  a 

significant  investment  in 
technology  infrastructure 

and  tools. 
Steelcase,  the  world’s  larg- 

est office  furniture  manufac- 
turer, re- positioned  itself  in 

a   stagnant  market  by  chang- 

ing its  focus,  based  on  better use  of  its  knowledge  of  pro- 

ductivity in  the  office  envi- 

ronment. By  taking  architectural design  and  ergonomics  into 
account,  US-based  Steelcase 
has  been  able  to  build  more 

appealing  products,  improve its  market  share  and  gener- 
ate bigger  profits. 

Bill  Miller.  Steelcase's vice-president  of  research 
and  development,  notes: 
“For  us  to  deliver  value  to 

customers,  we  have  to 

deliver  knowledge.” 
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Thinking  smarter.  Responding  Taster. 

'Reaching  farther.  But  is eiiou 

EDS  can  help  you  harness  the  power  of 
shared  knowledge  essential  for  truly 
saccessfal  business  decision  making.  Business  u 
moving  at  breafenect  speed.  So  bow  can  you  recognise  and  realise 
new  opportunities  Wore  tkey  pass  you  fey?  Imagine  feeing  able  to 
access  the  accumulated  wisdom  of  everyone  in  your  organisalion- 

wberever  and  whenever  it’s  needed.  Think  toe  you  can  tum  that 
knowledge  into  informed  action,  now  you’™  got  the  clearest  possible 
picture.  Nobody  is  better  equipped  to  help  you  than  EDS.  From 

management  consulting  to  electronic  business  we  have  the  tool,;' skills' 
and  people  to  help  you  achieve  the  agility  you  need  to  reshape  your 

markets.  To  find  out  more  about  EDS,  call  ++J.  Igj  7^ 

or  visit  us  at  www.eds.co.uk 

►   A   more  productive  way  of  working 

Management  Consulting  Business  Process  Management  Systems  &   Technology  Services  electronic  Business 
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Companies  haunted 
The  key  to  success  win  ̂        .   • 

oomi>^t^^^nWlli  ̂ ® the  abilrty  001  on1y  to  manipulate  data 

grafts  stjsSSSs- Hon  billion  bytes.  Bat  much  anaw‘ ^D^LW^n£*  80  ETX  Is  the  most  Important 
of  this  data  is  unusable  Sr  ****"?  coto‘  P«t  of  the  knowledge  man- 
either  because  it  is  corrupted  befoL  S^m«,«P2ntS  ̂ ut’  agement  process  since  every- 
«   because  it  is  out  rfrraA  thinking  about  thing  else  depends  upon  it 

fey  fate  of  the  ancient  mariner 
of  this  data  is  unusable 
either  because  it  is  corrupted 
or  because  it  is  out  of  reach. 
Coleridge  wrote:  “Water water  everywhere,  nor  any 

drop  to  drink."  The  question today  is:  how  can  corpora- 
tions .irrigate  their  organisa- 
tions with  the  seas  of  infor- mation around  them? 

to ’understand  qu^fcomers,  btrt  also  to  integrate  that  knowledge  into  business  processes 

pan  of  the  knowledge  wan. 
egement  process  since  every- thing else  depends  upon  it 

Aw#I  «,*  1VA  ■!_  *   ■   _ 

anout  thing  else  depends  upon  it 
or  applying  And.  yet  the  task  is  consis- 

ieenS2^7  tently  and  seriously  muteras- 
agents  tO  Drovifip  «4w.n4»)  n 
agents  to  provide  commer- 

cial nourishment  the  busi- 

tbnaled." 

*•“"  uuurisDment  me  du®i-  Integrating  data  from  a 
ness  of  extracting,'  trans-  variety  of  heterogeneous an^  locating  data  sources  is  very  difficult  if *“  ETL  -   must  be  addressed. 
“Even  with  the  fanciest 

Ad  VOl  J   m   »■  JJ, 

not  oceastohaByimppssible- 

And  that  is  when  dealing 

with  structured  data  from 
stabdard  applications,  never 
mind  genuine  maWat^Ua 

..Ihesfraafthetaskfediatt- ohstruted  by  the  efforts  of 
the  '   Bank  Of  ,   Scotland. 

Although  a   customer  man- 
agement system  based  upon 

MfcroStrategy  products  an d   . 
’tools  has  resulted  in  a   tri- 

pling of  customer  responses 

to  promotions  and cost sayings  of  more  than  10  per 

Rod  Newing  '   1 

Wide  range  of  tools  for 
hot  industry  issue 
The  best  knowledge  management  technology  is  provided  by  sniail  niche  operators  who 
will  struggle  to  survive  if  they  are  pitched  against  Lotus,  Microsoft  and  ;the  ERP-  vendors Information  technology 
provides  a   wide  range  of 
tools  to  support  knowledge 
management,  covering  such 
areas  as  creating,  identify- 

ing, gathering,  retrieving, 
sharing  and  applying  know- 
ledge. 

In  the  same  way  that 
many  companies  were 
already  practising  know- 

ledge management  long 
before  it  emerged  as  a   man- 

agement issue,  so  most  of 
these  technologies  were 
developed  to  meet  specific 
information  needs  rather 
than  to  .provide  a   complete 

solution  for  knowledge  man- 
agement 
Now  that  it  has  emerged 

as  a   hot  industry  issue, 

every  vendor  suddenly  hn«»  a 
knowledge  management 
product  and  strategy! 

“Organisations  need  tech- 

tloa,  combined  with  'an enterprise  view  for  business 

usage.  Knowledge  manage- 
ment aits  in  the  middle  and 

integrates  aD  those  require- 
ments, which  distinguishes 

it  from  pure  information 

management"  - 
-   Creating  knowledge  is:  all 
about  innovation  and  cre- 

ativity, areas  where  IT  sup- 
port .is  difficult  to.  provide. 

Data  mining  software"  is available  to  locate  know- 

now  just  as  likely  to  be 

stored  as  part  of  the  corpo- rate intranet 

The  knowledge  base  does  tog- are  also  important  in 
not  necessarily  contain  that,  they  allow  the  un cap- 
information  and  knowledge 

hi  the  same  way  that  A   data- 
base stores  data,  hut  creates 

links  to-  where  it  can  be 

found  In  other  places..  Fdr 

instance,  references  to  docu- 
ment management  ^systems 

will  identify  a   source  of 

ttired.  tacit  knowledge  in 

people's  heads  to  be  made available.. Shared  application 

windows  are  also  valuable  in 

helping  •   people  to  work 
together  and  transfer  their knowledge. 

Expert  systems  and  case- 

ledge  1   hidden  In  large  vol-  spondence.  Documents  are  a 
urnes  of '   structured  data,  good  source  of  knowledge 

manuals,  drawings  or.  oorre-  .   based  reasoning'  are  technol- 
spomdence.  Documents  are  a   ogles  that  promised  much 
good  source  of  knowledge  but .   failed  to  deliver.  They 

-although  it  Is. -moving  to  because  they  give  ,   context 

unstructured  data.  Intelli-  and  interpretative  -intonna- 

extract  tacit  knowledge  from 

a   human  expert  and  make  it 

expfrctt.fry  codifying,  it  and 
gent  agent  software,  such  as  ifon.  -   =.  expfrctt  .fry  codifying,  it  and 
Autonomy,  Is  another  means Information  retrieval  Is  storing  It  electronically.  It  is 

of  creating  knowledge  by .-  vital  for.  accessing  existing  then  accessed  by  less  expat 
autonomously:  analysing  knowledge.  However,  the  -   users  to  make  a   diagnosis  of 
data.  •   value  of  knowledge  is  great-  a   problem,  find  a   solution  or 

Identifying,  knowledge  can.  est  when  it  is  shared  and 
be  achieved  with  specialised  used  by  others,  so  cohabora- 
software  tools,  such-asNet-  tive  technologies,  such  as 

oologies'  to  support  four  Map,  but  links  on  a   corpo- 
functions  processes,**  says  '   rata  intranet- tint  point  to 

est.  when  it  is  Shared  and  mate  a   decision.  The  con- 
used  fry  others,  so  cbllabara-  cept  was  .unsuccessful 
tive  technologies,  such  as  because  users  found  it  very 

Kathy  Harris,  research  direc- 
tor at  Gartner  Group,  the  IT 

analyst 

“They  need  traditional 
explicit  information  manage: 

moit,  as  well  as  collabora- 
tive technologies  to  manage, 

interaction  between  rpeople. 

They  also  heed,  a   data  man- 

agement vihW,  in  order,  to' 

sources  erf  knowledge  can  be 
affective  (See  BP  Amoco  case 
study).  The  most  important 
area  for  IT  support  Is  &   the 

creation  of  a   “knowledge- 
base". This  used  to  he  a   cen- 

tral filing  department,  but  is 
now-  a   distributed,  set  of 

knowledge  databases.  Lotus 
Notes  has  always  provided 

Lotus  Notes,  Microsoft 

Exchange,1  Novell  GruiupWise 
and  TeamWare  are  impor- . 
taut.  Workflow  and  docu- 

ment management  systems , 
are  increasingly  becoming 
web-enabled  so  that  the 

information-  they  contain 
becomes  available  afi  an  tnte- 
gral  part  erf  the  intranet 

'   .Discussion  databases,  and 
forums  that  create  formal 

tune-consuming,  to  extract 

ted  codify  tixe  knowledge. 

;   Many  of  .   the  knowledge 
management  vendors  are •small  specialists  and  there  Is 

some  consolidation  in  the market  aimed  at  providing  a 

folly  integrated  solution.  An 
example  is  &e  recently tmnimrmxi  merger  of  Cana- 

dian-based  Hummingbird's 
business  intelligence  tools 

cent  on  marketing  and 

adverting  resources,  the 
keytothowirafe.ptdec^  was 

date'YBnjfty. 

“Tcinrt.  «oT^»slse<noa«fa 

the  Issues  erf  data  quality  -   it is  critical  to  everything  we 

do,"  says  Karim  ingtis*  head 

of  strato^n  analysis.  “There is  no  point  fan  having  sophis- ticated models  using  bad 

data  -   jrou  ,, -can't  profile, score  or  terij^wiihout  good 
underlytesrT&afci  sets.  We 

now  have. a   teagf.crf 

just  working  oattahiequ^ity. 

and  particolarty;^^kEteat-'_ 

mg  on  our  fefipv  .' 
matton  fife.  .. * 
“We  also  discovered  tile 

benefits  of  prototyping- es- pecially important  in  getting 
the  users  involved  In  the 

prefect  so  tb^t  they  fed  com-  • fortable  with' the  techniques 
and  experience  the  benritts 

Am  hand/’  : 

To  this  end,  the  prefect 

used  workshops,  seminars  j 
and  bulletins  to  ten  peoplfet 
why  data  was  Important, 
and  what  use  could  be  made 

of  it.  Training  in  data  aware- 
ness Is  perceived  as  a   core 

competency  for  all  staff. However,  even  if  a   single 
source  of  dean  data  has 
been  established,  another 

problem  looms:  how  to  con- 
vert the  tnformqtten  to  a 

form  that  makes  steSe  to  the 

Traditionally,  this  has 

been  the  prerogative  erf  Intel- 
ligent agents  or  executive information  systems.  Andy 

Mulholland,  technology  mar- 
kets director  at  Cap  Gemini, 

cites  the  example  of  a   super- 
market. “Even  if  it  knew 

everything  about  the  next  GO customers  about  to  walk 

through  the  doors,  the  Infor- mation would  probably  be 

useless." 

Continued  on  Page  .6 
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are  an  impnrfrant  -   rrupms  of sfraring  tacit  knowledge. 
.   Video  and  audio  confereno 

■A;; 

Video  and  audto  conlerenqnfl  are  atao  Imported:  ate  vMeooowUrwidng  centre  In  Loa  Angeles,  a   bride  shows  her  weditng  dress  to  her 

fufoer  ki  Mexico  City.  TVO  Communications  plans  to  open  10  videoconferencing  centres  In  southern  Cafifomia  and  15  in  Mexico  AP 

nrgan^gp. naif- Htwnft  iwfnyma- ■   thta- and  hrfbfmal.  vntsaT  teems  -iWlth.. PC-  DOGS  document 

management  functionality, 
which  already  includes 
retrieval  following  Its  own 

acquisition  of  Fulcrum.  It 

follows  Open  Text's  acquisi- tion of  Lava  Systems  and 
Information  Dimensions  and other  similar  transactions. 

“To  exploit  the  technology, 

users  need  an  integrated 

architecture,"  says  Eric 
Woods,  author  of  an  Ovum 

report.  Knowledge  Manage- 
ment Applications.  Markets 

and.  Technologies.  The 
architecture  is  defined,  but. 

not  yet  available.  The  ven- dors were  slow  to  pick  up. 

although  they  are  working 
on  it  and  those  who  achieve 

an  integrated  solution  will 

dominate.'’ -,c 

Many  users  already  have 
knowledge  management 
tools  available  to  them,  espe- 

cially Lotus.  Notes  users. 
Microsoft  products  Include 
considerable  functionality 

already,  but  in  May  it  will announce  a   new  strategy 

that  makes  knowledge  man- 
agement one  of  the  three 

scenarios  in  its  overall  “digi- 

tal nervous  system”  strat- 

egy. 

David  Parlby,  partner  for 

knowledge  management,  at 
KPMG  Consulting,  believes 
that  the  leading  enterprise 

resource  planning  vendors 
are  also  likely  to  develop 

integrated  suites  of  tools  for 
knowledge  management  He 

sees  it  as  a   natural  develop- 

ment foD  owing  on  from  their 

move  into  business  intelli- 
gence, adding  collaboration, 

document  management  and text  retrieval. “It  would  be  obvious  for 

them  to  buy  up-and-coming 

knowledge  management  soft- ware providers  and  integrate 
them  into  their  product 

suites;"  he  says.  “The 
research  and  development 
will  have  already  been  done 

and  they  would  practice 
knowledge  management  by 

not  reinventing  the  wheel!" However,  Ms  Harris 
believes  that  Lotus  is  the 

leader  in  knowledge  manage- 
ment solutions  because  of  its 

collaborative  capabilities. 
“Almost  all  the  leading  com- 

panies that  have  success- 
fully implemented  know- 

ledge management  use  Notes 

as  part  of  their  solution," 

she  says. 
“Microsoft  has  to  be  taken 

very  seriously  in  the  long 
term.  At  the  moment,  it  has 

the  components.  Suit  it  has 
to  bring  them  together  into 

an  integrated  strategy." The  specialist  operators 

will  struggle  to  survive' if they  are  pitched  against 
Lotus,  Microsoft  and  the 
enterprise  resource  planning 
vendors.  The  future  of  the 
knowledge  management 
market  looks  remarkably 

fluid  and  big  upheavals  can 
•be  expected  over  the  next 

year  or  two. 
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INFORMATION  RETRIEVAL  by  Rod  Newlng    '                     — ~   *   ” 

Taking  the  paranoia  out  of  knowledge  acquisition 
T"vt  aeaa,  “d  * W°"’1ate  ^   now  liable  to  In^n^ced  usere.  Ease  of  usa  and  WWW  ^ 

U   4J*  . 
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The  volume  ot  corporat
e 

information  stored  globally
 

doubles  every  12  months  
and 

is  accelerating,  according  t
o 

estimates  by  Meta  Group, 

the  US  analyst  As  a   result, 

there  is  a   massive  amount 
 of 

information  that  needs  to  be
 

retrieved  and  used. 

«It  is  making  people  para- 

noid that  there  is  always 

something  new  that  they 

ought  to  know,”  says  Geoff 
Smith,  manager  for  know- 

ledge transformation  ser- 
vices at  Cap  Gemini,  the 

European  computer  services 
company. 

The  solution,  information 

retrieval  software,  was  ini- 

tially developed  from  US 
Government-funded  projects 
to  automate  the  process  of 
finding  information  by  read- 

ing documents.  The  Central 
Intelligence  Agency  was  the 
first  user,  followed  by  the 
White  House,  the  National 
Security  Council  and  then 
other  world  security  agen- 

cies and  police  forces.  Prom 
there  its  use  soon  moved  to 
large  corporations. 
The  main  established  ven- 

dors in  this  area  are  Data- 
ware, Excalibur.  Fulcrum, 

Open  Text  and  Verity.  Their 
products  work  with  a   wide 

range  of  ffie  formats,  com- 
pared with  Microsoft's  Index 

Server,  Oracle's  Context. 
IBM's  Intelligent  Text  Miner 

and  Lotus  Notes  search 

capabilities,  which  have  tra- ditionally worked  only  with 

documents  in  their  own  for- 

mats.- ' 

Information  retrieval  scat- 

ware,  also  known  as  “text 
search  engines'’,  was  origi- 

nally used  by  information 

expats  but  is  now  available 

to  inexperienced  users. 
Ease  of  use  and  accuracy 

are  the  math  requirements 
for  users  to  find  and  apply 

relevant  knowledge  rapidly. 

“The  choice  is  based  on 

requirements  for  scalability 
and  the  formats  to  be 

searched.”  says  Kathy  Har- 
ris, research  director  at  Gart- 
ner Group,  the  independent 

analyst.  “The  five  larger, 
more  mature,  vendors  all 
have  a   good  track  record, 
appear  financially  viable, 

have  long  experience  manag- 
ing enterprise  content  and 

continue  to -expand  their 
product  functionality.  They 
all  have  different  strengths, 
but  they  are  a   safer  bet  than 

the  many  small  start-up 
companies  with  strong  niche 

technologies.” Andy  Bottomley.  director 
of  research  at  Durlacher  Cor- 

poration. the  research-driven 
investment  group,  believes 
that  having  a   large  corporate 
Infrastructure  is  not  as 
important  as  the  ability  to 
integrate  with  other 

Smith:  There  is  always  something  new  that  people  ought  to  know* 

systems,  especially  legacy 

systems. “Software  Scientific  is  a 
fantastic  British  company 
that  is  stealing  market  share 

and  taking  some  of  the  big- 

gest accounts,”  he  says. 
“IBM  internally  also  has  all 
kinds  of  good  technology  it 

could  offer  to  the  market.’* 

Retrieval  software  essen- 
tially carries  out  the  three 

different  functions  of  index- 

ing. searching  and  present- 
ing results.  Indexing  needs 

to  be  carried  out  on  the  con- 
tent of  the  text,  the  file  in 

which  it  is  held  and  Its  meta- 

data, or  “data  about  data”. The  software  can  read  the 

content  and  produce  an 

automatic  summary  and 

analyses  grammar  to  find 

key  words  that  can  then  be 

analysed  across  the  docu- ment for  frequency  of  use 

and  relationships.  As  new 
content  is  aikfad,  indexing  is 

a   constant  automated  task, 

but  documents  are  never 
amended  and  are  always  left 

in  their  original  location. 

Users  traditionally  con- ducted a   search  through  a 
custom  interface,  but  most 
now  use  a   browser.  Fuzzy 

logic  is  used  to  provide “near  to”  searches,  allowing 

users  to  mis-key  a   word  or 
not  know  its  exact  spelling. 
Natural  language  queries 

convert  the  user’s  own words  Into  a   formal  search 
language.  Stem  analysis 
understands  word  stems  and 

their  meanings  and  proxim- 

ity analysis  understands how  close  search  terms  can 

be  in  a   document. 
The  software  must  detect 

the  difference  between 
-“stocks  and  shares”  and 
“stock  control”,  as  well  as 

understanding  that  “cus- tomer”, “client"  and “account”  can  mean  the 
samp  thing  k   also  needs  to 

understand  acronyms,  so  a 

search  on  “enterprise 
resource  planning”  will  pick 

up  all  references  to  “EBP”.  - 
Results  are  usually  ranked 

in  order  of  relevance,  some*  -   strength  of  retrieval  prod- 

tizzies  with  a   short  summary  nets  is  that  they  sit  above 
of  each  document  Subject  to 
access  security,  the  software 

allows  documents  to  be  read, 

printed  or  even  converted 

into  a   web  page  without  the user  having  the  application 
that  created  them. 

Query-by-example  can  be 

Used  to  ffad  other  dmilay documents.  Users  typically 

want  to  repeat  searches  on 
the  same  subject  as  new 

information  becomes  avail- 
able, so  searches  are  stared 

and  refined.  Intelligent 

agents  can  search  new  mate- 
rial at  pro-defined  intervals 

and  some  will  constantly 
monitor  incoming  news 
feeds. 

Searching  can  also  be 

improved  by  industry-spe- cific add-ins  that  provide  key 

vocabulary,  such  as  legal, 
financial  or  medical,  and 

multilingual  search  can  be 
provided.  The  software  can 
also  index  named  external 

web  sites. “Internet  search  services, 

such  as  InfoSeek,  Lycos  and 
Alta  Vista  are  making  a   play 

for  enterprise  search,"  says 
Ms  Harris.  “They  are  excel- lent at  automatic  intranet 
•i  priming  fand  are  scalable  in 
terms  of  speed  and  size,  but 

they  lack  content  manage- 

ment experience.” 
Mr  Smith  believes  that  the 

Haunted  by  fate  of  the  ancient  mariner 
Continued  from  Page  5 
The  problem  is  that  there  Is 

a   “disconnect”. 
Supermarkets  run  decision 

support  systems  aimed  at 
the  store,  not  at  the 
customer.  This  technology 
speaks  the  language  of  stock 
codes  and  unit  volumes,  not 
brand  names  and  the 
contents  of  shopping 
baskets. 
To  put  it  a   different  way, 

intelligent  agents  must  be 
able  to  steer  decision-makers 
through  the  business,  not 
just  poll  bar  charts  out  of 
various  databases. 
A   practical  and  relatively 

inexpensive  solution  has 
emerged  with  the  growth  of 

internet  technologies.  The 
tremendous  reach  of  the  web 

browser  -   which  is  generally 
blind  to  the  differences  and 

distances  ( between  systems 
-   has  kick-started  a   new 

approach. 
Cap  Gemini's  solution  is manifest  in  its  InfoWeb 

product.  a   dynamic 
browser-based  interface  that, 
in  terms  of  the  technology, 

can  manipulate  data  feeds 
from  within  and  without  the 

organisation  and.  in  terms  of 
the  business,  displays  results 
that  make  commercial  sense. 

Another  advantage  that 
internet  technology  has 
brought  is.  its  focus  on 
content 

This  can  be  exploited  for 
knowledge  management 

purposes  in  the  shape  of  the 
intelligent  search  engine. 
Ernst  &   Young  is  one 

company  moving  along  this route.  With  a   wealth  of 
information  already  in  place, 

supply  was  not  the  issue  for 
the  professional  services 

group. It  was  the  demand  side  of 

the  information  equation 
that  created  the  barriers. 
John  Beattie,  director  of 

program  management  at 

E&Y,  says:  “Our  problem 
was  how  to  navigate  our 
vast  knowledge  resources  to 
find  the  information  we 
needed.  In  other  words. 

decentralised  content 

storage,  but  centralised 
knowledge  management  so 
that  users  would  have  a 

universal  user  interface  -   for 

example,  a   web  browser  -   to search  across  all  our 
knowledge  bases  and  web 
sites  without  having  to 
know  where  the  content  is 

located.” 

Search  and  retrieval 

technology  from  Verity  has 
delivered  this  functionality, 

as  well  as  intelligent  wwting 
and  classifying  search 
results  in  context 

Mr  Beattie  says:  “An  E&Y IT  consultant  can  tap  our 

knowledge  base  for 
information  on  SAP  software 

implementation  in  tbe 
manufacturing  industry  and 
get  immediate  access  to  the 
best  practices  on  SAP 
implementations  in  that 
particular  environment, 
rather  than  have  to  hop 

around  to  pull  relevant 
information  together  or 

makB  endless  phone  nails  to 

other  professionals." The  company  that  will  win 
in  the  future  will  be  the  one 
that  can  not  only  manipulate 

data  to  understand 
customers,  but  can  then  also 
integrate  that  knowledge 
into  its  business  processes. 

Stuart  Feldman,  director 

of  IBM's  Institute  for 
Advanced  Commerce,  says; 

“I  see  you  like  this 

product,  but  how  can  I 

exploit  that  fact 
“If  you  buy  one  book  from 

me,  I   don’t  want  to  then  just flash  a   best  sailer  up  on  the 

screen  as  a   tip**  suggestion -I  want  to  offer  a   book  by 

the  same  author  you  have 

not  read  or  another  book  on 
a   related  subject.  That  is 
much  harder  because  real 
customisation  is  a   very 

subtle  business. 
"Certain  technologies  are 

getting  there,  but  there  is lots  of  learning  and  analysis 

to  do.”  : 
Until  then  organisations 

will  be  haunted  by  the  fate 
of  the  ancient  mariner. 

various  sources  and  provide  However.  Microsoft  is 

the  user  with  an  intuitive  pb^jng-  well  ahead.  “Know- 
knowledge  map.  “They  map  management  is  a   big 
everything  -to  knowledge  as  almost  all  infer- 
content,”  he  says,  “rather  &   becoming  digi' 
than  to  the  traditional  filing  founding  text,  video, 

cabinet  metaphor  of  subject  soinid  and  telephony,”  says 
and  date.”  ;   professor  Roger  Needham, 
Mr  Bottomley  believes  director  of  Micro- 

that  Microsoft  has  the  ability  European  research  lab- to  take  the  bottom  out  of  the  oratoty  in  Cambridge, 

retrieval  market  with  Index  .   , 

Server,  which  is  bundled  ‘The  org
anisations  com- 

wfth  ate  Server  as  part  of  plete  memory  pa
sses  over 

an  enterprise  solution,  "ft  the  same  
network,  bu 

extracting  it  is  a   big  task because  of  the  variety  of 

data  types.  Although  we 

have  been  studying  informa- tion retrieval  for  forty  years, 

we  still  don’t  know  how  to do  these  new  types  and  they 

need  more  research." 

only  has  limited  functional- ity compared  to  the  main 

vendors,”  he  says.  “How- 
ever, end-users  don't  neces- 
sarily want  all  the  *bells  and whistles’  they  offer  and  we 

will  see  retrieval  embedded 
into  future  versions  of 

LOOKING  AHEAD 

FT-IT 

E-BUSINESS  UPDATE 

□   New  aspects  of  electronic  business,  including  case 
.studies  of  cdnipaniBS  succtjssfuBy  applying  web 

technologies,  wffl  appear  si  forthcoming  issues  of  the 

‘   -FT-FT  Review,  published  bn  .the  first  Wednesday  of  the rcooth^The  next  issue  appears  on  May  5,  followed  ter 
another  issue  in  foe  Business  Solutions  Series  on  May  26, 

when  Sw  theme  w®  he;  Enterprise  Resource  Pfenning. 

MONTHLY THEMES*7  * 
b   For  details  of  future  FT-IT  Reviews,  including  the 

Business  Solutions  Series,  please  use  the  fax-u-back 
service  on;  .   0S7tK  209  903.  (Callers  outside  the  UK  dial 
exit  code:.  +44  8705  209  903).  In  the  event  of  problems, 
send  a   fax  request  to  Rowpna  Carr-Affinson  on  *44  (01171 
873  3197.  ore-maS:  Rowena Carr-Alfinsan@FT.coni 

FT  SURVEYS  PROGRAMME  AND  tNDEX  : 

□   Surveys  are  published  most  days  of  foe  week  with  tbe 
FT.  Topics  include  financial-markets,  gtobal  lndustrfes. 
business  management  and  developed  and  emerging 

■   countries.  A   list  of  the  following  week’s  surveys  is 
-   published- every  Monday  in  foe  Guide  to  foe  Week  on  foe 
ba&  page  of  Section  Two  of  foe  Financial  Times. 
□   For  details  of forthcoming,  surveys  or  a   list  of  past 

surveys,  consult  the  FT  Web  site: 
Tittp^AvwwFT-Gpm/hew^apa/servlces.htrn 

FINANCIAL  TIMES  SURVEYS 

One  Southwark  Bridge,  London  SE1  9HL 

Tel  +44  (0)  T7f  8 73  4090;  fax  +44  (01771  8733197 
E-mal  FTsurvayB<0FT.oom 
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Actually,  it  works  very  well.  Maybe  because  so  much  of  it  runs  on  Compaq.  Four  out  of  the  five  most  popular  Web  sites  are  powered  by  Compaq,  Hundreds  of  million  ’ 

of  hits  are  handled  by  Compaq  platforms  every  day.  Three  quarters  of  the  top  internet  Service  Providers  have  standardised  their  NT-based  Web  hosting  through  Comp 

And  if  you’ve  ever  received  e-mail,  chances  are,  we  helped  get  it  to  you.  So,  if  you’ve  always  wondered  how  the  internet  works,  call  us  today  on  0845  270  407  S 
Better  answers. 
www.compaq.co^ik 
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CASE  STUDY 
airbus  AND  KITS  ICAD 

Knowledge-based 
techniques  speed 
aircraft  design 
Despite  advances  in 
computer-aided  design 
(Pad),  the  development  of  a new  aircraft  s till  depends  on 
a   vast  body  of  written  and 
unwritten  rules  on  how  an 
aircraft  design  will  behave 
once  it  leaves  the  drawing 
board. 

This  human  knowledge  is 
difficult  to  capture  using 
conventional  Cad  programs 
which  concentrate  on 
automating  the  drafting 
process  and  so  have  little 

Inherent  “understanding"  of how  the  components  drawn 
on  the  screen  will  interact 
with  others  in  the  overall 

design  -   or  how  the 
complete  system  will  behave 
in  the  air. 

As  aircraft  become  more 
sophisticated,  the  design 
challenges  grow  and 
the  development  time 
increases. 

There  is,  therefore, 

considerable  interest  in 

using  knowledge-based 
techniques  to  supplement 

traditional  Cad-based 
automation  and  shorten  the 

design  process. 
A   good  example  is  the 

forthcoming  Airbus 

A340-600,  a   stretched 

fuselage  version  of  the 

existing  Airbus  long-haul 
A340-300  aircraft  This  new 
version  of  the  A340  is 

designed  to  accommodate 

380  passengers  compared 
with  295  in  an  A340-300 
aircraft 

The  four  European 

aerospace  companies  that 

mate  up  the  Airbus 
consorthnn  hope  the  extra 

capacity  of  the  A340-600 
will  break  the  monopoly  of 

Boeing's  747  on  busy 
long-haul  routes. 

In  the  race  to  build  bigger 
aircraft.  Airbus  knows  it  has 
a   small  window  of 

opportunity  -   the  first 
A340-600  must  be  delivered 

in  early  2002  -   so  it  is 
puffing  out  aGI 
the  stops  to  reduce  the 

design  cycle  and  meet  its 
delivery  targets. 

The  Airbus  consortium 
members  are  applying  the 

principles  of 
knowledge-based 
engineering  (KBE)  to  shorten 
design  times  and  have 
standardised  on  a 

commercial  software 

package,  catted  ICad,  from the  UK  company 

Knowledge  Technologies 
International. 

According  to  Keith 

Watson,  chief  marketing 
officer  at  KTl,  the  ICad 

software  goes  way  beyond 
the  capabilities  of  a 

conventional  Cad  system,  ft 

allows  designers  to  link 
geometric  definitions  to  the 
knowledge  base  of  their 

experts  and  information 
such  as  product  rules, 

performance  data,  legislative 
and  safety  codes  and  design 

and  manufacturing  “best 

practice". 

British  Aerospace  (BAe)  is 

an  established  ICad  user.  It 

designs  the  wings  of  the 
Airbus  aircraft  and  is  also 

responsible  for  producing 
one  of  tiie  two  additional 

fuselage  sections  that  are 

used  to  “stretch*  the 
150-seat  A320  aircraft  into 

the  1B5~seat  version,  called 
the  A321. 

KBE  is  much  in  vogue  in 
the  engineering  industry  and 

the  term  is  widely  used  and 

abused.  To  engineers  at 

BAe,  KBE  covers  two 
essential  features: 

"generative  modeling"  or  the 
abiBty  to  create  engineering 
models  that  understand  how 
to  create  themselves;  and 

"total  product  modelfingT, 

meaning  models  that  include 

everything  of  interest  to  the 
business. 

Using  the  ICad  software. 

r 
BAe  engineers  have  created 

appRcations  that  combine 
these  two  important 
features. 

The  software  came  into  Its 

own  when  the  wings  of  the 

new  A340-600  were 
designed.  The  internal 
structure  of  a   wing  consists 
of  ribs  -   which  run  from  the 

front  to  back  of  the  wing 
-   and  stringers,  which  run 

along  its  length.  The  wing 
slan  is  bolted  to  each  rib 

and  stringer  using 

a   flange  on  the  rib  called  a 
rib  foot 

In  a   large  aircraft  wing, 

there  can  be  more  than  50 

ribs  and  100  stringers,  and 

hence  a   lot  of  rib  feet  These 
all  look  much  the  same  but 
each  rib  foot  is  slightly 

(Afferent  from  its  neighbour. 

Using  conventional  Cad 
software,  it  takes  at  least  a 

day  to  design  and  analyse 
each  rib  foot  On  tiie 

A340-600,  ft  would  have 
therefore  taken  one 

man-year  to  design  and 

analyse  att  the  feet 
Using  ICad,  BAe  created  a 

program  to  generate  the 
Cad  model  for  the  rib  feet 

This  KBE  application  took 
800  man-hours  to.  create 

and  can  do  the  entire 
A340-600  wing  in  just  10 hours. 

The  use  of  ICad  is  being 

extended  to  all  Airbus  ' 

partners. 
Spanish  aerospace 

company  Casa,  which 

makes  the  composite  tails 
for  the  A340.  became  the 
last  of  the  four  Airbus 
members  to  adopt  ICad 
earlier  tills  year. 

Smaller  Airbus  contractors 
are  also  discovering  the 
benefits  of  KBE  For 

example,  Lat6coere,  a   small 
French  company  based  in 

Toulouse,  last  year  started 

to  employ  ICad  software  to 
automate  and  optimise  the 

slang  of  the  panels  and 
frames  it  supplies  to  the 
Airbus. 

Despite  the  apparent 
simplicity  of  the  technique, 

stretching  an  aircraft 

fuselage  to  accommodate 
more  seats  has 

repercussions  on  the  whole 
aircraft  structure. “It's  not  as  simple  as 

simply  scaling  up  our 

existing  designs,”  says 
Thierry  Eftyntiades,  Airbus 

project  manager  at Lat&coera.  The  aabraft  is 

longer,  there  is  more  load 
and  the  stresses 

throughout  the  aircraft 

change." 

For  this  reason,  the 

fuselage  panels  that 
Latecoere  made  for  the 
A340  had  to  be  heavily 

redesigned  for  the  new 
A340-60Q. 

With  a   traditional 

Cad-based  approach,  this 

would  have  Involved  a 
draughtsman  resizing  each 

part  using  Cadds5,  the 

company’s  standard  Cad 

program,  and  much repetitive  testing 

using  a   structural  analysis 

program. 

Cadds5  was  developed  by 

Computervision,  now  part  of 
Parametric  Technology. "Cadds5  is  Eke  a 

sophisticated  drawing  board 

|   and  you  need  a 

draughtsman  in  front  of  the 

machine  using  it  for  the 

;   software  to  be  productive," 

l   Bays  Mr  Eftymiades. 

“With  ICad,  you  simply 

define  the  different  set  of 

design  rules  and  the software  automatically  draws 

the  components  itself." He  sees  ICad  as  most 

effective  on  repetitive  tasks, 
such  as  drawing  the 

stringers  hi  the  panels.  The 

design  of  a   plane  needs  an 

awful  lot  of  Iteration." Each  time  a   stringer  is 
modified  slightly,  this 

changes  the  stress  on 
surrounding  stringers  and 
the  stress  pattern 

across  tiie  whole  panel  will change. 

The  ICad  software  is 

used  to  automatically 

perform  these  stress 
calculations. 

Using  the  ICad  software, Latecoere  claims  to  have 

saved  hundreds  of  man 

hours  on  every  iteration  and 

hopes  to  apply  It  to  other 

projects  outside  its  Airbus 

work. Geoffrey  Nairn 

CASE  STUDY VENTANA 

Help  at  hand  for  those  who 
recoil  from  meetings 

BngfnMra  employ  computer-aided  design  ki  the  Airbus  A340-50Q/-600  design  office  at  F3toa  in  Bristol, 
England,  where  wings  for  new  aircraft  are  deseed.  Britts*  Aerospace  Airbus  b   responsfcie  tor  design 
and  manufacture  at  wings  (or  afl  Akfous  aircraft 

Anyone  who  has  fidgeted, 

snoozed  or  doodled 
frustratedly  through 

meetings  -   and  there  can  be 
few  in  business  who  have 
not  -   would  welcome  the 
chance  to  make  them 
shorter  or  aboOsh  them. 

But  while  many  meetings 

take  too  long,  are  subject  to 
rambling  discussions  or  end 

inconclusively,  it  Is  hard  to 

do  without  them. 

Technology  can,  however, 

help  to  ensue  that  the accumulated  knowledge  of 
those  attending  meetings  is 

channelled  swiftly  in  the 

right  direction. Ten  years  ago,  a   company 

was  set  up  in  the  US  to  offer 
solutions  aimed  at  cutting 
through  the  fog  of  argument, 

uncertainty  and  indecision  in 
meetings  and  making  them 
far  more  productive.  Today, 
Arizona-based  Ventana  has 

corporate,  military,  academic 

and  government  cflents 
across  the  globe. 

Since  meetings  generally 

have  a   goal,  ft  is  Important 
that  the  assembled 

knowledge  is  used  to  best 

affect  Ventana's GroupSystems  suite  of 
team-based  decision 

support  and  software  tools -   based  on  academic 
research  into  the  way  people 

behave,  think  and 
collaborate  -   is  designed  to 
cut  out  tiie  time-wasting  and 

ego  posturing  that  blights 

many  meetings. “I  was  15  years  in  a 

business  environment  and 

the  biggest  waste  of  time 
was  meetings."  says  Clive 
Hottham,  who  is  professor  of 
information  management  at 

the  City  University  Business 

School  in  London. 
He  is  now  an  enthusiastic 

advocate  of  electronic 

meetings,  which  the 
business  school  uses  for internal  research  planning, 

as  part  of  its  management 
training  courses  and  in 

executive  education,  "ft’s 

more  than  a   technology 

-   it's  a   way  of  working 

differently,"  he  says  of  the 

Ventana  products.  "You could  say  It’s  a   way  of 

re-engineering  meetings.” 

People  in  GroupSystems  - enabled  meetings  generally 

work  with  laptops  linked  to  a 
local  area  network.  Usually, 

participants  sit  in  the  same 
room,  though  they  can  be  In 
different  locations.  An 

agenda  appears  on  the screen  and  ideas  are  keyed 
ki  anonymously. 

The  assembled  views  and 

data  can  be  analysed  on  the 

spot,  organised  into categories  and  voted  upon. 
Results  can  be  viewed  at 

once  in  chart  and  table  form. 
Users  of  GroupSystems 

have  recorded  impressive 

savings.  In  the  US,  Chevron 

Pipe  Line  put  a   team  on  to 

analysing  procurement services  and  found  the 
electronic  meeting  method 

enabled  the  to  be  done  in 
half  the  time  of  a   traditional 

meeting.  It  saved  about  $5m 

a   year. 

Eastman  Chemical  halved 

the  time  needed  for 
brainstorming  and  problem 

solving  sessions  with 
GroupSystems.  After  buying 
its  first  licence  to  use  the 

system,  it  calculated  a   yearly 

saving  of  more  than $500,000  for  12  people. 

Yet  whatever  the  benefits, 
it  is  not  always  easy  to 

encourage  new  users.  There 
are  considerable  cultural 
obstacles  against 
introducing  technology  Into meetings. 

Bob  Dudley,  head  of 

operational  review  at National  Grid,  the  UK 

electricity  transmission company,  says 

implementation  of 

GroupSystems  requires  a culture  change. "In  traditional  meetings, 

people's  contributions  are filtered,  depending  on  the 

role  of  the  Individual. 
"In  GroupSystems-enabled 

meetings,  you’re  dealing 

wrth  the  inherent  merit  of  the 

ideas.  Because  it’s anonymous,  the  relationship 

between  the  person  and  the idea  is  broken.  It  can  come 

as  a   shock.” 

National  Grid  uses  the 

system  to  support  risk 

management,  its  business 
excellence  programme 

(involving  quality  reviews 
and  suggestions)  and  the 

gathering  of  information  for audit  work.  Mr  Dudley 

stresses  the  importance  of 
both  technical  and 
facilitation  skills. 

When  National  Grid  sets 

up  an  electronic  meeting, 
two  specialists  are  on  hand. One  handles  the  technology, 

while  the  facilitator  takes 

people  through  the  agenda 
canvasses  opinions  and 

assesses  the  results  -   all electronically. 
"The  structure  and  output 

of  the  meeting  must  be 

thought  about  beforehand," Mr  Dudley  says.  While  the technology  speeds  up  the 

meeting,  the  quality  of  the result  is  heavily 

dependent  on  the 
facilitator's  skills. 

In  Mr  Hottham 's  view, 

GroupSystems  works  best 
when  participants  are 

broadly  agreed  on  the 

objectives.  “It  won't  work  if there  is  immense  conflict  in 

tire  group.  There  has  to  be  a certain  measure  of  common 

agreement." 

A   few  years  ago,  a 

common  source  of 

resistance  was  the  fact  that 
some  executives  were 

“keyboard  illiterate".  This  is 
no  longer  the  case. 

“Now,  the  res  stance  is 

more  from  the  fact  that 

those  who  are  fantastic  in 
face-to-face  meetings  can 

be  hostile  to  something  that 

potentially  democratises  the 
meeting.  This  can  upset  the 
traditional  politics  of  the 

meeting.” 

Andrew  Fisher 
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KNOWLEDGE  MANAGEMENT  8 

A 

CASE  STUDY 

GRANADA  MEDIA 

New  system  helps 

speed  up  search 
for  TV  footage 
Accessing  programme 
information  at  Granada 

Media,  the  television  arm  of 
Granada  Group  in  the  UK, 

used  to  require  a   good 
memory  or  lots  of  phone 
calls.  But  a   new  Knowledge 
management  system  Is 
making  it  easier  to  track 
down  footage  and  sell  it 

Ian  Whitfield.  Granada 

Media's  head  of  fT 

development,  says:  u! 
noticed  I   was  getting  lots  of 
requests  for  access  to 
documents,  such  as 
programme  scripts  and 
synopses.  So  I   started  to 
took  around  and  see  what 

products  were  available. 
“Often  when  sales  people 

were  responding  to  an 

inquiry,  they  had  to  call  the 
library,  find  out  what  footage 
the  company  had,  then  go 
and  have  a   took  at  it  to  see 
if  it  was  suitable. 

“Another  complication  is 
that  film  reels  are  stored  in 

different  places  because 
Granada  acquired  Tyne  Tees 
Television,  LWT  and 
Yorkshire  Television.  It  also 
owns  Granada  Sky 
Broadcasting  and  50  per 

cent  of  OnDig'rtal." Sometimes,  sales  were 
lost  if  footage  could  not  be 
found  quickly.  Rights 
information  is  also  relevant 
to  each  sale  and  sales  and 

rights  staff  needed  to  find 
out  what  royalties  and 
restrictions  were  involved  in 

reselling  a   particular 
programme  and  whether  it 
would  be  profitable  to  do  so. 

Mr  Whitfield  chose 
Activelntranet  from 
UK-based  Orbera  for 
document  management  The 
database  is  now  accessible 

via  the  company's  intranet from  several  different  sites. 
Documents  such  as 

programme  scripts  and 
production  information  are 

stored  in  this  way  aid  are 
available  to  company  staff. 

While  he  was  developing 

the  document  database,  Mr 

Whitfield  also  started  work 
on  a   database  of 

programme  synopses-  For 

this  he  chose  Excafibur’s RetrievalWare. 
The  advantage  of 

RetrievalWare  is  that  ft 
automatically  indexes 
documents,  such  as  the 

programme  synopses,  it 
does  so  by  pattern 
matching.  looking  at  a 
digitised  version  of  the 
keyword  typed  to  by  the 
user  -   for  example, 
“GadaftT  -   then  trying  to 
find  words  with  a   simifar 

pattern.  This  means  that 
even  if  the  user  misspells 
“Gadaffi”  as  “Gadaffy",  the 

synopses  of  all  the 
programmes  in  which  he 
appears  wiH  still  be 

displayed. 
Similarly,  if  the  programme 

synopsis  includes  a   wrong 
or  alternative  spelling  of 

Gadaffi,  ft  wifl  not  be 
excluded  from  the  list  of 
items  retrieved.  It  wili  also 
look  for  related  concepts. 

Gathering  together  all  the 
synopses  was  a   huge  task 
because  they  exist  to 
different  forms  and  formats. 

For  example,  there  is  a 
rights  synopsis  and  a 
synopsis  put  together  by  the 
programme  makers.  Each 
focuses  on  different  aspects 
of  tiie  same  programme. 
Some  synopses  were 

typed  up,  others  were  on 
scraps  of  paper  and  some 
only  existed  to  the  head  of  a 
TV  producer  or  director.  So 
over  the  past  three  months, 
Granada  Media  has 

employed  students  to  type 
up  the  synopses  on  70,000 
programmes.  This  exercise 
is  nearly  complete. 

Users  can  now  search  the 

Essiy  located:  Robbie  Cottrane,  star  of  tin  ‘Cracker1  TV  soles 

database  using  any  word. 

For  example,  if  they  wanted 
to  look  for  all  programmes 
that  featured  actor  and 
comedian  Robbie  Cottrane, 

they  could  type  in  his  name. 
This  would  bring  up  a   list  of 
370  items  featuring  him. 

Alternatively,  tithe 
researcher  was  simply 

interested  to  episodes  of  the 
detective  series  Cracker  to 
which  he  appears,  they 

could  type  “Cracker”.  This 
would  give  the  researcher  a choice  of  looking  at 

synopses  at  the  programme 
or  series  level,  at  the 

episode  level,  at  the 
production  level,  or  by 
member  of  the  cast  or 

production  team.  (There  can 
be  more  productions  than 
episodes  because  a   different 
version  may  be  made  for, 

say,  an  overseas  market such  as  the  Middle  East 

where  bad  language  is  not 
allowed  on  air.] 

Along  with  the  synopsis 
are  details  of  other 
documents  about  the 

programme,  such  as  a 
reference  for  the  appropriate 

rights  document,  contract  or 
full  script  The  user  can  then 

go  to  the  document 
management  database  and 
look  up  the  relevant 
document  -   or  if  it  is  not  yet 
on  the  database,  call  the 
correct  department 

The  synopsis  database  is 
being  tested  by  60-70 
people  to  rights,  sales  and  in 
the  programme  libraries. 
"We  are  now  rolling  it  out  to 

the  programme 
researchers,”  says  Mr 
Whitfield.  “Enthusiasm  for  it 

is  phenomenal." 
The  benefits  include  the 

speed  and  convenience  of 
finding  information.  To  call 
up  a   list  of  531  programmes 

featuring  the  Spice  Girls 

takes  less  than  a   minute. “The  cost  of  the  system  is 
in  the  tens  of  thousands  (of 

pounds],”  says  Mr  Whitfield. “We  got  a   good  price 
because  we  helped 

Excafibur  to  customise  the 

system  for  a   media 

application  like  ours."  The system  win  eventually  be 
introduced  to  most  people  to the  company. 

Mr  Whitfield  says  that  with 
RetrievalWare  it  is  easy  to 

add  new  categories  of 
information.  For  example,  he 

plats  to  add  the  library 
number  of  each  TV  reel  to 

the  synopsis  information  to 
make  it  even  faster  to  track 
down  tapes. 

Granada  Media  is  not 

using  Excaliburis  video 
product  yet  because  of  the 
huge  quantity  of  storage 
spaoe  it  would  require  to 
store  video  images. 

However,  he  says:  "In  three 
to  five  years,  it  should  be feasible  for  the  company  to 

store  each  frame  in  a 

digitised  video  sequence 
where  there  is  a   major 

charge  -   such  as  a 
character  moving  or  another 

person  entering. 
“A  description  of  the  key 

players  and  events  could  be written  underneath  by  using 

speech  recognition  to  draw 
Information  from  the 
soundtrack.  This  would 
make  searching  for  footage 
even  faster  for  the  extract 

sales  team." 
Mr  Whitfield  says:  "There 

is  going  to  be  even  greater demand  for  existing  footage 

as  digital  television  boasts 
the  number  of  TV  channels 
and  demand  for 

programming. 
Joia  Shillmgford 

THE  INTERNET  AND  KM  by  Tom  Foremski 

Net  enables  companies  to 

filter  flood  of  information 
Web-based  business  applications  c

an  bring  together  knowledge  mana
gement 

functions  with  e-commerce  and  e-business  applicatio
ns The  internet  is  having  a 

great  effect  on  how  compa- 
nies handle  their  knowledge 

management  requirements 

as  they  make  use  of  inexpen- 
sive internet-based  technolo- 
gies to  develop  applications 

that  can  turn  a   flood  of 
information  into  useful 
knowledge. 

By  using  standard,  web 
browser-like  interfaces,  com- 

panies have  a   wide  tangs  of 
options  in  terms  of  using 

internet-based  software  or 
more  expensive  groupware 

applications  to  link  corpo- 
rate databases  with  web- 

based  resources. 
The  main  challenge,  how- 

ever, is  deciding  which 
options  to  use  and  how  to 

organise  the  information  and 
collect  It  in  the  most  effec- 

tive way.  And  as  companies 
build  their  web  presence  and 

use  it  to  interact  increas- 

ingly with  customers,  addi- tional challenges  surface  in 

how  to  manage  that  relation- ship. 

Terry  Wilcox,  managing 
director  of  Sfflmat  Software 
UK.  a   vendor  of  knowledge 
management  software,  says: 

“Today,  more  and  more  con- 
sumers are  turning  to  the 

internet  to  interact  with 
wwrpam'wi  in  thwt  environ- 

ment, companies  are  finding 
it  increasingly  difficult  to 
know  who  their  customers 

are  and  to  offer  the  personal- 
ised service  that  these  cus- 

tomers still  demand. 
“The  companies  that  are aTioari  of  the  game  are 

knowledge  management  to 

keep  track  of  their  individ- 
ual customers' personal  pref- 

erences, buying  patterns  and 

service  needs.” 
Sllknet  provides  a   range  of 

web-based  business  applica- 
tions that  can  be  used  for 

bringing  together  knowledge management  functions  With 

e-commerce  and  e-business 

applications. The  internet  is  also  rap- 

idly becoming  the  main  com- munications medium  for 
iiwMng  users  of  groupware 

products  such  as  those  from 

US-based  IBM  subsidiary 

Lotus  Development  and  US 
software  company  Novell 
with  its  Groqpwise  product 
Lotus,  for  example,  has 

added  a   raft  of  internet-re- lated features  in  a   big. 

upgrade  to  its  groupware 
products  in  Release  5   of 
Notes  and  the  Domino server. 

Notes  R5  uses  a   familiar 
web  browser-like  navigation 
model  which  saves  on  user 

training  -   costs.  Features indude  Notes  R5  Headlines, 

a.  page  that  brings  together 
corporate  Information  with 
information  from  outside 
web  sites. 

Lotus  Domino  R5  Server 
software  allows  corporations 
to  host  collaborative  web- 
based  business  applications 
such  as  those  lor  customer 

relationship  -   management, 
interactive  self-service,  and 

supply  dmiw  management. 

Michele  Deziel,  Lotus's general  manager  of  web 
application  development, 
says:  “With  R5,  we  have 
improved  our  highly  produc- 

tive development  environ- ment to  offer  a   leading  edge, 

standards -based  toolset 
which  broadens  the  scope 
and  decreases  the  time  to 

market  for  global  collabora- 

tive web  applications.' " 
Knowledge  management 

has  a   very  broad  definition 

and  although  it  includes  well 
known  applications  such  as Lotus  Notes  and  Domino,  it 

can  also  be  represented 

through  applications  sndi  as corporate  intranets  winch 
use  internet  technologies  to 

link  staff  and  give  them 
access  to  key  information, 

and  also  allow  companies  to 
capture  knowledge  from 
their  staff. 
The  natural  progression 

here  is  the  development  of 

corporate  portals  that  bring 
together  the  internal  intra- nets with  the  knowledge 
resources  available  on  the 
internet 

Corporate  portals  combine 
corporate  information  with 
web-based  sources  of  infor- 

mation and  e-mail  in  one 

window.  Corporate  po
rtals 

are  similar,  in  the
se 

respects,  to  the  leading
  por- 

tal web  sites  such  as  Yahoo
 

and  Excite  but  are  tail
ored 

for  a   company’s  staff 

US  market  research  c
om- 

pany Delphi  Group  predicts 
a   big  rise  in  the  building  and 

the  use  of  corporate  portals 
over  the  next  two  years 

within  large  stKalfed  Global 
2000  corporations. 

Hadley  Reynolds,  Delphi
’s 

director  of  research,  says: 

“Portal  development  is  a 

necessary  second  stage  in 
the  maturing  of  corporate 
fntranffts  and  an  indicator  of 

the  tremendous  promise  of this  medium  inside  the 

organisation. 

It  is  transparent  now  that 
.   the  rapid  spread  of  intranets 
has  initially  perpetuated  the 

challenges  of  information 

sflos,  bottlenecks,  and  back- logs that  were  the  problems 

in  the  first  place." Delphi's  research  shows 

that  55  per  cent  of  organisa- tions surveyed  have  portal 

projects  under  way.  Another 

17  per  cent  had  production sites  qp  and  running  at  the 
beginning  of  1999,  while  38 
per  cent  are  evaluating, 
planning,  or  piloting  portal 

implementations. 

Corporations  which  do  not 
currently  have  portal  work 
under  way  plan  to  deploy 

portals  late  this  year  and 
next  year. 

Delphi  expects  that  by  the 
beginning  of  2001,  nearly  90 

per  cent  of  larger  organisa- tions will  have  moved  into 

portal  deployments,  with  80 
per  cent  showing  corporate 
portals  in  production  mode. 

The  next  step  beyond  cor- 
porate intranets  and  portals 

is  to  actively  manage  the 

information  generated  and 
turn  that  information  into 

knowledge  that  is  useful  to 
tiie  corporation.  Consultancy 

Cap  Gemini,  based  in 
France,  has  developed  a   con- 

cept which  it  calls  an 
“Everybody  Information  Sys- 

tem” (EIS)  where  the  goal  is 

to  control  what  can  quickly 

become  a   glut  of  information and  automatically  tailor  jt  to 

the  needs  of  specific  staff 

members. 

Geoff  Smith,  Cap  Gemini 

business  manager  tor  know- ledge transformation  ser- 

vices, says:  “EIS  is  hfee  the perfect  hostess,  tirelessly 

going  round  the  party  with 

the  observation  that  “You really  must  talk  to  Mr  X. 

you  have  so  much  in  com- . 

monT 

“It  is  going  to  take  seme 

getting  used  to,  having  an electronic’ gossip  listening  la 

on  your  every  word,  but  .if we  accept  that  we  need  to 

constantly  build  new  know- ledge-based relationships 
that  add  value,  then  staying 
in  the  kitchen  at  the  global 

info  party  is  no  longer  going 

to  be  acceptable  " 

Other  companies  believe 
that  effective  knowledge 

management  revolves  " around  the  creation  of  speci- alised web  sites  targeting 

key  industry  segments. 
UK-based  JBA  Holdings, 

an  enterprise  software  cam-' pany,  has  helped  sponsor 
several  portal  web  sites  that focus  on  specific  industry 

segments  such  as  the  cloth- ing and  footwear  and  vehicle 

industries. 
Mike  Gove,  electronic  mar- keting manager  at  JBA, 

says:  “With  integrated. mar- 

keting, attraction  and involvement  of  branded  part 

ners  and  management  of 

quality  information,  portal 
sites  will  soon  be  recognised 
as  the  ideal  channel  for 

industry  knowledge  manage- ment. 

“The  vertical  sector  sites 

will  be  shaped  by  the  indus- tries' needs  and  wants  and 

therefore  will  be  able  to  pro- 

vide information  that  is  rele- 

vant. easily  accessible  and  in  . real-time.  The  future  of  por- 

tals sites  is  optimistic.  I   can not  see  how  any  company 

can  afford  not  to  be  involved 

or  linked  to  an  industry-spe- 

cific portal  site.” 
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Microsoft 

Our  partnership  with  Microsoft 

ensures  you  can  handle  all 
the  information  at  your  disposal. 

That’s  what  knowledge  management  is  all  about. 

If  s   central  to  Microsoft’s  vision  of  a   Digital  Nervous 

System.  And  we’ve  been  partners  with  them  from 
the  start 

That  means  we  can  make  your  business  more 

effective.  It  means  you  can  look  at  every  bit  of 

infomation  your  organisation  possesses  and  see 

how  it  can  be  used  to  make  your  organisation 

more  successful. 

Information  isn’t  power.  Controlling  information 

is  power.  Phone  +44  (0)  121  421  4899,  e-mail 

dns@baan.com  or  visit  www.baan.com/dns  for 

details  of  Baan’s  knowledge  management  seminar. 
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